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INSTITUTIONAL FACTORS IN ECONOMIC THINKING 


By Grorce W. Stockinc* 


Economists are indebted to Thorstein Veblen for his emphasis on 
the role that institutional factors play in economic thinking. To Veblen, 
what economists believed and had to say about the operation of eco- 
nomic forces in a price system was essentially a logical formulation 
of the preconceptions and observations of those whose- daily lives 
were subjected to the impact of the system. As he expressed it, “The 
higher theoretical knowledge, that body of tenets which rises to the 
dignity of a philosophical or scientific system . . . is a complex of habits 
of thought which reflect the habits of life embodied in the institutional 
structure of society .. .” [31, p. 44]. More specifically, about classical 
theory Veblen said: “In the days of the early classical writers eco- 
nomics had a vital interest for the layman of the time, because it for- 
mulated the commonsense metaphysics of the time in its application 
to a department of human life” [31, p. 69]. 

Wesley Clair Mitchell, close friend and admirer of Veblen, expressed 
a similar thought throughout his brilliant lectures on types of economic 
theory at Columbia University. Economic doctrines, he told his stu- 
dents, represent intellectual responses to ever-changing economic prob- 
lems. The problems economists think about and the way they think 
about them are determined by the institutional matrix in which they 
find themselves. Around this idea he built his course in the development 
of economic thought from Adam Smith to John R. Commons. 

As a background for a similar interpretation of current economic 
thinking, I shall lean heavily upon what Mitchell had to say about what 
Adam Smith taught and why he taught it. 

Smith was primarily a political economist, not an economic logician. 
It is true that he formulated principles governing the determination of 

* Presidential address delivered at the Seventy-first Annual Meeting of the American 
Economic Association, Chicago, Ill., December 28, 1958. The author is grateful to his 
colleague, Elizabeth R. Post, and.to C. A. Stocking, I. H. Siegel, and G. H. Hildebrand 


for reading a draft of this paper critically. It has been improved by such of their sug- 
gestions as he has adopted. 
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prices, the economic allocation of resources, the distribution of income, 
the geographic division of labor, and economic progress, and in doing 
so he laid the basis for late-nineteenth-century neoclassicism. But he 
formulated these principles as one profoundly concerned with public 
policy, and it is the policy implications of his principles and the 
persuasive manner in which he expounded them that make The Wealth 
of Nations one of the great books of all time. On public-policy issues 
he spoke with the knowledge of a keen observer of contemporary 
affairs, the wisdom of a profound philosopher, and the convictions of a 
great moralist. He was concerned not so much with the discovery 
of new truths as with the application of sound principles in determin- 
ing the proper limits of governmental activity, and it was essentially a 
negative policy that he advocated. That negative policy was a reac- 
tion both against the teachings of the mercantilists and against the 
web of administrative controls in which the economic activity of the 
sixteenth and seventeenth centuries had been enmeshed. But when he 
expounded his ideas the strands of this web had already been greatly 
weakened by economic forces set loose by the rise of capitalism, the 
accelerated pace of technological innovation, and the development of 
the factory system. 


I. The Classic Norm: Economic Individualism 


Smith, in defending economic individualism as a means of promoting 
the national welfare, conceived of the national income as the aggregate 
of individual incomes. As he put it, “the annual revenue of every so- 
ciety is always precisely equal to the exchangeable value of the whole 
annual produce of its industry, or rather is precisely the same thing 
with that exchangeable value” [26, p. 423]. The way to maximize it 
is to let individuals maximize their own income in their own way. He 
recognized, of course, that no individual is primarily concerned with 
promoting the general welfare. Of this he said, 


By preferring the support of domestic to that of foreign industry, [every 
individual] intends only his own security; and by directing that industry 
in such a manner as its produce may be of the greatest value, he intends 
only his own gain, and he is in this, as in many other cases, led by an 
invisible hand to promote an end which was no part of his intention 
[26, p. 423]. 


Promotion of the general welfare is a proper goal of statesmen, and 
they can achieve it by the abolition of all needless restrictions on eco- 
nomic activity. As Smith put it, 

All systems either of preference or of restraint, therefore, being thus 
completely taken away, the obvious and simple system of natural liberty 
establishes itself of its own accord. Every man, as long as he does not 
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violate the laws of justice, is left perfectly free to pursue his own interest 
his own way, and to bring both his industry and capital into competition 
with those of any other man, or order of men [26, p. 651].? 


These are doctrines with which, of course, we are all familiar. What 
we sometimes overlook is that Smith in his exposition of economic 
liberalism was the spokesman of an age that needed little persuasion to 
accept his doctrines. Smith’s was an age in which the individual had 
acquired an institutional significance characteristic of no previous age 
in English history. In the entire culture of the period the individual had 
acquired a new importance as innovator, initiator, and doer. Man had 
assumed responsibility for his own destiny and hence for society’s 
destiny, particularly in economic affairs. The ideas Smith so brilliantly 
reduced to a systematic philosophy were not novel to the rapidly in- 
creasing and increasingly important enterpreneurial class of his time. 
Although Smith never engaged in business, during his sojourn in Glas- 
gow he associated intimately and continuously with businessmen. Glas- 
gow at that time was a thriving commercial and manufacturing center 
whose industrial progress would have been gratifying to any modern 
Chamber of Commerce. Nor were the businessmen, who were largely re- 
sponsible for its vigorous activity, indifferent to policy questions. The 
more alert and public-spirited townsmen conducted a weekly discus- 
sion club expressly designed to inquire into the nature and principles 
of trade. Smith as a member made weekly contacts over a number of 
years with an informed and articulate group of businessmen who had 
assumed responsibility for the conduct of economic affairs. Smith’s in- 
terest in economic problems may well have stemmed from these asso- 
ciations, and his ideas about these problems no doubt were shaped 
in part by them. 

No society is static. As E. Lipson, the economic historian, has said: 
“Every social system contains within itself the seeds of its own decay; 
it is always dissolving and reforming in an infinite sequence” [18, 
p. 15]. While Smith was writing The Wealth of Nations, mercantilism, 
the folly of which Smith so lucidly and logically exposed, was already 
dissolving, and individualistic capitalism, the next sequence in the 
inexorable march of economic change, had already passed its adoles- 
cence. The restraints on the movement of labor, the restrictive rules 
of apprenticeship, the prohibition of exports, and the tariff on im- 
ports—the whole scheme of mercantilist controls was already obsolete 
and was rapidly passing into the limbo of outworn notions. Smith 
gave it a push, but economic forces propelled it as no philosopher, 
however potent his pen, could have done. 

*Smith, of course, was wise and humane enough to recognize the limitations of com- 


petition as a means of promoting the general welfare and to assign important functions 
to the state. 
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The corporate structure of mercantilist society, with its village 
courts, its merchant and craft guilds, and its monopolistic overseas 
trading companies, had already largely dissolved under the disintegrat- 
ing influence of widespread and persistent individualism. Men insisted 
on their freedom to engage in enterprise unshackled by arbitrary con- 
trols. The rise of the spirit of individual initiative in economic affairs— 
a spirit embodied in the entrepreneur or “undertaker” as Smith called 
him—was, of course, a gradual process that had its beginning in the 
late Middle Ages, but it had already achieved considerable maturity by 
1776. Individual entrepreneurship was the characteristic institution 
around which economic activity revolved, by which economic resources 
were allocated and production was organized, and through which the 
several factors of production received their rewards. 

Lipson described this process with an eloquence rare in economic 
writings and a fidelity to the facts of English industrial development 
not always achieved by those who interpret broad movements in his- 
tory. He showed that in industry, agriculture, and trade the “spirited 
pioneers of a brave new world,” as he characterized the economic lead- 
ers of that era, created business opportunities that were previously 
nonexistent, or quickly seized them as they appeared and thereby 
aided in the creation of an industrial environment at once challenging 
and rewarding to the entrepreneur. On every score Lipson found evi- 
dence of the capitalist spirit as manifest in the conception and carrying 
out of speculative endeavors. Great captains of industry were rela- 
tively scarce, but the single entrepreneur who put his own and some- 
times other people’s money into business enterprises for profit was 
characteristic of the era. Individual innovators, while playing a sup- 
plementary role to entrepreneurs, aided them by demonstrating the 
practicality of their inventions. The men whose inventions revolu- 
tionized the textile industry in the eighteenth century are household 
names—Hargreaves with his spinning jenny in 1767, Arkwright with 
his water frame in 1768, Crompton with his cotton mule in 1775, 
and Watt with his steam engine in 1782. In some instances a single 
individual combined the roles of entrepreneur and innovator. Ark- 
wright, who was a barber and wigmaker, secured the services of a 
clockmaker, a blacksmith, and a watch-toolmaker to improve an early 
model of a cotton spinning machine and together with other persons 
invested £12,000 between 1771 and 1774 in the erection and operation 
of a cotton mill [30, pp. 294-95]. Abraham Darby, who was the first 
ironmaker to use coke instead of charcoal in iron smelting, erected 7 
furnaces, which by 1756 were producing 20 to 22 tons of iron a week. 
The Duke of Bridgwater constructed canals to transport coal from his 
colliery to markets at Manchester and Liverpool. 
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In agriculture no less than in industry and commerce, the private 
individual stands out as the innovator and enterpriser. We are all 
familiar with the contributions to scientific farming made by Jethro 
Tull, Lord Townshend, and other giants of the era. What we frequently 
overlook is that a host of small farmers were experimenting with crop 
rotation and better breeding of livestock. The few names that stand out 
so strikingly are a reflection of a development common to all English 
agriculture. 

But not only in economic affairs and in the advance of technology 
did the phenomenon of individualism manifest itself. Mitchell por- 
trayed to his students in a striking manner the extent to which the 
spirit of individual enterprise and initiative permeated the whole 
cultural fabric of eighteenth-century England. Individuals, frequently 
of humble origin but always of unusual talent, imagination, and enter- 
prise, raised the level of cultural achievement throughout its whole 
range. The fine arts, literature, historical writing, journalism, the law, 
religion, philanthropy, education—all felt the impact of individuals of 
great intelligence and vision who dedicated themselves to the trans- 
forming of ideas into reality. William Hogarth, son of a schoolmaster, 
used painting as a medium for the pointing of a moral and the telling 
of a tale, creating his own art by using color instead of language. 
Joshua Reynolds, also the son of a schoolmaster, and Thomas Gains- 
borough brought portraiture to new heights. In recognition of his 
achievement Reynolds became the first president of the Royal Acad- 
emy. Daniel Defoe (1661-1731), the son of a butcher, in Robinson 
Crusoe, Samuel Richardson (1689-1761), the son of a London wood- 
worker, in Pamela and Clarissa Harlowe, and Henry Fielding (1707- 
1754) in Tom Jones by the middle of the eighteenth century had 
given shape to a new form of writing, the modern English novel. James 
Boswell in his classic Life of Samuel Johnson was the creator of a 
new type of biography that portrayed the life of his subject in an 
unusually intimate and effective manner. David Hume wrote his His- 
tory of England, William Robertson his History of Scotland during the 
Reigns of Queen Mary and King James VI, and Edward Gibbon his 
Decline and Fall of the Roman Empire, all “models of exposition con- 
cerning the past of the race” that, as Mitchell observed, carried a 
different appeal and suggested a different outlook on life from previous 
histories. 

The eighteenth century witnessed the beginnings of modern journal- 
ism with the publication of newspapers combining the functions of re- 
porting news and selling advertising. The Morning Post appeared in 
1772, the London Times in 1788, and the Morning Advertiser in 1794. 
These had been preceded earlier in the century by a series of periodi- 


| 
| 


6 THE AMERICAN ECONOMIC REVIEW 


cals such as the Spectator, the Tatler, and the Guardian, influential in 
both politics and literature. It was in the eighteenth century that Lord 
Mansfield, Chief Justice of England, organized the commercial law 
of Great Britain and introduced important innovations in legal prac- 
tice. It was in the eighteenth century that Sir William Blackstone 
wrote his Commentaries, which remained a leading legal textbook un- 
til our own century. In philanthropy James Oglethorpe promoted his 
scheme for colonizing Georgia with condemned criminals, confident 
that a wholesome environment would make of them wholesome citizens. 
The eighteenth century witnessed the beginnings of prison reform under 
the leadership of John Howard and the movement to protect children 
from exploitation, led by Jonas Hanway. 

Stephen Hales, regarded as the father of plant physiology; John 
Roebuck, who introduced the use of lead condensing chambers in 
making sulphuric acid; Henry Cavendish, the discover of hydrogen as 
a chemical element, the first to combine hydrogen and oxygen to make 
water, and the first to devise an accurate method of weighing the earth; 
and John Priestley, the first to discover the decomposition of ammonia 
by electricity and the first to describe the properties of ammonia, 
nitrous acid, sulphur dioxide, hydrogen sulphide, and carbon mon- 
oxide—all were eighteenth-century scientists. Their achievements in 
these various fields manifested a spirit of individualism that strongly 
marked the whole of eighteenth-century England. Finally, what Mitchell 
called government by public discussion replaced the arbitrary and often 
irresponsible rule of sovereigns. In Parliament, in vestry meetings, in 
drawing rooms and social clubs, in coffee houses and taverns, people 
discussed public issues in a lively and critical manner. In these forums 
a public opinion crystallized, influential in both political and economic 
affairs. The eighteenth century in England was truly a century in 
which individualism was a mass phenomenon. The English historian 
G. M. Trevelyan has aptly characterized it as “an age of aristocracy 
and liberty . . . of individual initiative and institutional decay . . . of 
creative vigor in all the trades and arts that serve and adorn the life of 
man” [28, p. 339]. 

It was in this social milieu, this institutional matrix, that the father 
of political economy conceived his philosophy that the way to maximize 
national income and promote national welfare was to leave individuals 
unhampered in their economic activity, free to choose their own oc- 
cupations without the restrictions of a socially enforced apprenticeship, 
free to organize and operate business enterprise without state sub- 
sidies or state direction, and free to buy and sell in any market without 
interference from local and national governments. 

In short, Smith’s economic liberalism, “seeking to vindicate the 
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right of the individual to shape his own destiny,” was a product of his 
age. It reflected a mode of thinking that was manifest in politics, in 
religion, in the arts, in science, in commerce and industry—a spirit that 
had permeated the whole fabric of eighteenth-century English society.” 
It has been said that no economist has encompassed his age so thor- 
oughly as did Adam Smith. It is perhaps equally true that no economist 
was so encompassed by his age as was Adam Smith. 

Nothing pleases the educated mind so much as the systematic, 
philosophical expression of ideas with which it is familiar and which 
it deems good, by one whose eloquence, erudition, and profundity it can 
scarcely hope to achieve. The Wealth of Nations had a following wait- 
ing to be led. Before Smith’s death it had run through five editions; by 
the end of the eighteenth century it had been translated into five for- 
eign languages and had been pirated in Ireland. It was discussed in 
drawing rooms and quoted by parliamentarians. Many of the restric- 
tions against which it complained were embodied in laws and regula- 
tions that had largely become dead letters; nevertheless, it was not 
until well into the nineteenth century that Parliament wiped off the 
statute books the last of the mercantilistic measures and officially em- 
braced free trade in international commerce. In doing so it responded 
not so much to what anybody had written as to what nearly everybody 
who counted thought. The success of the free-trade movement was a 
belated recognition of the fact that England’s industry and manu- 
facturing were the world’s best and that the interests of English busi- 
nessmen demanded free access to markets and raw materials. 


II, The Organizational Revolution 


But economic individualism, the philosophical product of indi- 
vidualistic capitalism, had no sooner conquered men’s minds than the 
great transformation was ushering in the next sequence in the inexor- 
able flow of institutions and ideas. Corporate capitalism was soon to re- 
place individual capitalism as the characteristic institution of a mecha- 
nized factory system, geared to mass-production methods and utilizing 
the sciences of chemistry and physics for utilitarian ends. The business 
corporation was soon to become the epicenter of an organizational 
revolution of earthquake proportions. Just as the individual and indi- 
vidualism dominated eighteenth-century society, so the organization 
has come to dominate twentieth-century society. In nearly all areas 
of twentieth-century social and intellectual life—business, sports, re- 

* Throughout the eighteenth century individualism also found in the American colonies 
an environment peculiarly suited to its development. Under the leveling influence of the 
frontier, the Western ideals of individual freedom and equality flourished. The Declaration 


of Independence may appropriately be regarded as a political counterpart of The Wealth 
of Nations. 
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ligion, philanthropy, civil liberties, education, communication, the arts 
—the organization has replaced the individual as an institution for 
promoting enterprise and getting things done. At the center of this 
organizational revolution is the business corporation. 

Smith’s well-known skepticism of the corporation as an entrepre- 
neurial device for carrying on economic activity was reflected in early 
American attitudes. The first American work on political economy, 
published in 1820, regarded nongovernmental corporations as “prima 
facie, injurious to national wealth” and as institutions that should 
“be looked upon by those who have no money, with jealousy and 
suspicion.” “They are,” said Daniel Raymond, 
and ought to be considered, as artificial engines of power, contrived by the 
rich, for the purpose of increasing their already too great ascendency, 
and calculated to destroy that natural equality among men, which God 
has ordained, and which no government has a right to lend its power in 
destroying. The tendency of such institutions is to cause a more unequal 
division of property, and a greater inequality among men, than would 
otherwise take place... [21, p. 429]. 


In 1840 the governor of Massachusetts, where most of the existing 
corporations were then doing business, in a message to the Great and 
General Court said of them: 


These societies are one of the vices of our time. They encourage speculation 
and fraud, mobilize landed property, overturn matrimonial arrangements, 
escape publicity in the transfer of real property, diminish the sense of 
individual responsibility, create property in mortmain, prevent all penal 
remedies, are lacking in moral sense, and constitute finally a grave social 
peril by concentrating too much power in the hands of certain of our 
citizens [22, p. 22]. 


Such ideas today sound quaint indeed. Today the corporation is re- 
garded as the master business institution, essential to the effective 
utilization and progressive development of modern technology and 
responsible for the high standard of material welfare and prosperity 
that, with temporary interruptions, has characterized American society 
for the past half century. This change in attitude has paralleled the 
remarkable growth of corporate enterprise, both in the scope and mag- 
nitude of its operations and in the frequency with which it has been 
utilized. 

The modern corporation, it should be noted, is a man-made institu- 
tion, made legally possible as the states have liberalized their in- 
corporation laws in response to the demands of businessmen, or lawyers 
who have spoken for them. With its perpetual existence, the almost 
unlimited scope of its legitimate activities, the limited liability of its 
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legal but absentee owners, the continuity of its management, and its 
legal autonomy, it has afforded almost an ideal instrument for carrying 
on large-scale production and larger-scale business enterprise. It has 
made possible three great combination or merger movements that have 
changed the structure of American industry: the merger movement 
between 1897 and 1903, the merger movement of the 1920’s, and the 
current merger movement, in progress since the close of the second 
world war. Economists have differed sharply as to the effect of these 
movements on competition, and less sharply as to their effect 
on industrial concentration. On the latter issue the differences of 
opinion that existed a few years ago now seem largely reconciled. No 
student of industrial history will challenge the statement that at the 
turn of the century the Great Combination Movement concentrated 
the output of many basic industries in a smaller number of firms than 
had previously controlled it. In truth it would seem no exaggeration 
to say that no other period of industrial history, in a time so brief, 
has experienced so great a transformation in the structure of industry. 
Similarly, most students accept the findings of Berle and Means that 
in the period from 1924 to 1929 the assets of the 200 largest business 
corporations increased more rapidly than the assets of all other busi- 
ness corporations [8, p. 35]. Morris Adelman’s study [1] revealed a 
decrease in industrial concentration from 1933 to 1947, but the merger 
movement of the current decade has reversed that trend.* 

A significant characteristic of the merger movements is that each has 
taken place in the face of a law designed to prevent it. The Sherman 
Act voiced the fear of a rural and small-town citizenry that combina- 
tions threatened the opportunity and even the survival of the small 
businessman and endangered the welfare of the farmer. Despite its 
comprehensive prohibition of every combination in restraint of trade 
regardless of the form it took, the Sherman Act proved helpless to stay 
the movement inaugurated by the trusts of the 1880’s and carried to 
completion by the corporations of the 1890’s. The merger movement 
of the 1920’s followed on the heels of a Congressional effort to make 
good the deficiencies of the Sherman Act; Section 7 of the Clayton Act 
prohibited the acquisition of stock by one corporation in another where 
the effect would be to lessen competition between the two companies. 

* Census figures show a slight increase in concentration between 1947 and 1954 for 
industries producing specialized products [23], and that in 1954 the country’s 200 
largest companies accounted for 37 per cent of the total value added by manufacture 
as against 30 per cent in 1947 [25, p. 11]. Adelman, who in his 1951 study [1] was 
severely critical of the measurements of industrial concentration employed by the Federal 
Trade Commission, defends the Census statistics as “a valuable addition to our stock 


of basic information” and “sound in concept”; but he misreads them as showing that 
“Concentration did not increase from 1947 to 1954” [2]. 
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And the merger movement of the 1950’s has steadily progressed in 
the face of the Celler-Kefauver amendment to Section 7 of the Clayton 
Act, which was designed to stop it. 

That the combination movement has proceeded apace while an 
articulate minority has tried to stem it reflects, I believe, the whole- 
hearted acceptance of the modern corporation by contemporary society. 
In manufacturing, mining, wholesaling, indeed in the whole range of 
economic activities loosely designated by the term industry, corporate 
enterprise has replaced the individual entrepreneur as a characteristic 
business institution.‘ 

The several combination movements have resulted from complex 
causes, but they have all represented in greater or less degree a quest 
by business for security. Business firms have sought through mergers 
to isolate themselves from the vagaries of the market. The industrial 
combination movement has been paralleled by the growth of powerful 
labor unions that, whatever their incidental benefit to individual work- 
ers, have had as their primary goal the sale of labor under noncompeti- 
tive conditions. 

The use of the organization as an instrument for carrying on activity 
has not been confined to business and labor. To an impressive extent it 
has supplanted the individual in the educational and cultural areas 
of American life: science, creative scholarship, sports, philanthropy, 
religion, civil liberties, and the like. 

The growth of knowledge is essentially a social process in which 
each generation starts with the accumulated wisdom of previous ages. 
Although a single generation’s contribution may bulk large in compari- 
son with that of any previous generation, at any one time it represents 
but a small part of society’s total knowledge. While the accumulation 
of knowledge is a social process, traditionally it has been kept going 
by the discoveries of skeptical and inquiring individuals. The United 
States patent policy was based on this idea. To promote the progress 
of science and useful arts the Constitution provides that an inventor 
may have an exclusive right to his discoveries for a limited time under 
terms laid down by Congress. The Constitution, as a political instru- 
ment reflecting the influence of eighteenth-century individualism, con- 
templates that the rewards of technological improvement shall go to 
the individual inventor. It makes no provision for teamwork or group 

*In emphasizing the role of the modern corporation as an organizational force in 
American industry and the extent to which it has supplanted the individual entrepreneur, 
I am not unmindful that the corporation has frequently been the means by which 
ambitious individuals have enhanced their power and influence, or of the fact that in 
eighteenth-century England the individual entrepreneur “organized” economic activity 
in the process of production. The change in the status of the individual in economic 


activity might be regarded as one of degree, but it is so great as to constitute a major 
change in institutional arrangements. 
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enterprise in the inventive process. Just as the modern corporation 
has replaced the individual as coordinator of production and manager 
of business, so invention has become a group process. Research teams 
working in well-equipped laboratories under centralized guidance and 
according to well-defined plans have largely replaced the lone investiga- 
tor whose research was circumscribed only by his curiosity, his intel- 
lectual ability, and his imagination. Corporations have sought to dis- 
cover and foster not the individual inventor but the well-rounded 
scientist, loyal to the organization and willing to subordinate his per- 
sonal interests to group interests and to gear his endeavors to those of 
like-minded colleagues, interested in discovering new ways of applying 
existing knowledge to the commercialization of new products and 
processes rather than in carrying on basic research. The following 
statement by an executive of a large industrial corporation illustrates 
the trend towards group activity: “Except in certain research assign- 
ments, few specialists in a large company ever work alone. There is 
little room for virtuoso performances” [33, p. 214]. 

The federal government, which directly and indirectly through tax 
policy has become the chief sponsor and financier of research activities, 
has greatly accelerated the shift to teamwork in research directed 
toward practical ends. In research contracts that government agencies 
awarded in 1953, 1954, and 1955, 93 per cent of the $5.6 billion total 
went to applied rather than fundamental research [33, p. 218]. It is 
a reasonable assumption that virtually all was spent on corporate 
or other group projects, rather than on research by individual in- 
vestigators. John H. Troll, physicist and vice president of Electronics 
Corporation of America, commenting on the government’s subsidizing 
private research in defense contracts, had this to say: 


This approach has debilitated all government research facilities, leaving 
research and development vital to our defense to be performed under con- 
tracts by private firms, under a system that leads to the selection of 
contractors on the basis of size and financial status rather than scientific 
capability. This in turn has brought about an “organization man” ap- 
proach to research that destroys individual creativity in the scientist by 
leading to a sort of creeping collectivism more usually associated with 
the Soviet Union [29, p. 22]. 


Philanthropic foundations confronted with the task of giving away 
hundreds of millions of dollars have generally found it convenient to 
support carefully designed research projects involving the joint effort 
of groups rather than the work of single scholars. The scholar who 
requests financial aid for his research lacks the glamor of a “big 
operation”; his only qualifications may be a talent for research, a 
thirst for knowledge, and an insatiable curiosity. As a former founda- 
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tion administrator expressed it, “The foundations in assisting re- 
search have suffered from chronic ‘projectitus.’ ” 

Sports, religion, and philanthropy have similarly succumbed to 
the organizational revolution. Baseball, the great American pastime, 
was formerly regarded as an outlet for the play impulses of the 
American youth, a form of exercise and recreation useful in develop- 
ing muscular coordination, manual dexterity, and mental agility. It 
still affords an opportunity for the display of individual prowess, but 
currently it has become an organized business activity in which a 
handful of individuals are paid to participate and millions pay to 
watch. Baseball teams are owned by groups of businessmen who 
operate them as business enterprises under franchises carrying valua- 
ble privileges. In the big leagues—around which many satellite 
leagues operate, primarily as feeders to the larger affiliate—the free- 
dom of a player to pursue his career has given way to a set of rules 
governing the sale and purchase of all players—rules formulated in 
response to the business needs of the organization. 

The Protestant Reformation freed the seventeenth-century indi- 
vidual from the supervision of an ecclesiastical hierarchy and placed 
upon him the responsibility of answering for himself the awesome 
question, “What must I do to be saved?” In contrast, twentieth- 
century salvation has become a group enterprise. Billy Graham is not 
merely a dynamic, unusually persuasive servant of God carrying 
Christ’s message to lost and sinful souls, but he is the central figure 
in an organization created to carry on God’s work through a series of 
carefully planned campaigns, locally directed by groups of religious 
leaders and businessmen who have been organized by an advance 
team of professional promotors. In the nightly battle for the Lord, 
Graham is assisted by a corps of ushers, advisers, and counsellors 
skilled in the techniques of mass salvation. In the language of a caustic 
commentator, Graham “operates an assembly line of faith” [14, 
p. 199], geared to handle hundreds of souls in a single night. 

Philanthropy has traditionally been an individual enterprise, a 
matter of the heart. People actuated by the Christian spirit have 
helped those who are less fortunate. Charity frequently has expressed 
a personal relationship between giver and recipient. Today the United 
Givers Fund or the Community Chest is the official organization for 
the dispensation of the Lord’s largesse. The organizations collect con- 
tributions not as voluntary gifts individually and spontaneously given 
but through well-organized teams with captains, lieutenants, sub- 
ordinate officers, and privates organized to collect their quotas from 
the groups assigned to them. The appropriate size of each contribution 
may be suggested by a central agency as a fixed percentage of the 
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giver’s salary. Total contributions are dispersed through intermediary 
organizations to the ultimate beneficiaries. The giver need never know 
where the gift goes, nor the beneficiary from whence it comes. 

The selection of books at one time was regarded as a matter of 
individual choice requiring, for some readers at least, the most dis- 
criminating judgment. As an indicator of the man himself, Ben Jonson 
ranked a man’s choice of books with his choice of friends.’ The 
organizational revolution has changed all this. Beginning with the 
Book-of-the-Month Club in 1926 [32, p. 5], some eighty-nine com- 
mercial book clubs [4, p. 101] have been organized which, in the 
words of a commentator, “for yearly fees, not only relieve their sub- 
scribers of the physical exertion incidental to purchasing books, but 
even free them from the mental anguish of making selections” [16, 
p. 233]. Between 1954 and 1956 sales of adult trade books increased 
by only 4 per cent while sales of book-club books increased by 25 per 
cent [4, p. 87]. The Business Leaders’ Book Club, the Educator’s 
Book Club, the Farmers’ Book Club, the Science Book Club, the 
Sportsman’s Book Club, and the others all undertake to provide their 
members with books suitable to readers of a certain type; and for 
those who can’t recognize their own type but want to buy the right 
book, membership can be had in Best-in-Books. 

The contrast I have been illustrating between the role of the indi- 
vidual in eighteenth-century society and his role in twentieth-century 
society is sharply revealed by comparing Patrick Henry’s and the 
American Civil Liberties Union’s conceptions of the nature of the 
fight for civil liberties. In 1775 Patrick Henry uttered his immortal 
words, “Is life so dear or peace so sweet as to be purchased at the 
price of chains and slavery? Forbid it, Almighty God! I know not 
what course others may take, but as for me, give me liberty or give 
me death.” In the 1950’s the American Civil Liberties Union has this 
to say of its own work: “The American Civil Liberties Union is the 
only permanent non-partisan organization defending the Bill of Rights 
for all—without distinction or compromise” [3, back covers]. 

But to recount these well-known facts on the decline of individual- 
ism is not to decry them. It is merely to indicate something of the 
scope and impact of the organizational revolution. 


III. Economists and the Organizational Revolution 


With the organizational revolution affecting virtually every phase 
of American culture and most significantly the economic sector, it 
would have been strange indeed had not the thinking of American 


*“When I would know thee . . . my thought looks 
Upon thy well-made choice of friends and books” [17, 8, 190]. 
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economists been affected by it. As the neoclassical economists recon- 
ciled and refined the doctrines of the classical and utilitarian schools, 
the doctrines gained in precision and validity of logic but lost in 
relevance. So much so that Piero Sraffa as early as 1926 character- 
ized current price theory as 


. . . essentially a pedagogic instrument, somewhat like the study of the 
classics, and, unlike the study of the exact sciences and law, its purposes 
are exclusively those of training the mind, for which reason it is hardly 
apt to excite the passions of men, even academical mea. . . [27, pp. 535- 
36]. 


In 1942 Joseph Schumpeter, commenting in a similar vein on the 
proposition that under perfect competition the profit motive among 
businessmen tends to maximize production, remarked that “in the 
process of being more correctly stated and proved, the proposition lost 
much of its content—it does emerge from the operation, to be sure, 
but it emerges emaciated, barely alive” [24, p. 77]. 

The response of American economists to the far-reaching institu- 
tional changes I have referred to was to reconstruct price theory to 
make it more relevant to the structure and functioning of American 
industry. Edward Chamberlin [11] tried systematically to revitalize it. 
J. M. Clark [12], J. A. Schumpeter [24], E. G. Nourse [19], J. K. Gal- 
braith [13], and others have in less comprehensive but equally sig- 
nificant ways contributed to contemporary notions of how price is 
determined and how it functions when large business units by reason 
of their size or the differentiation of their products have power over 
prices and output. Except for the contribution of Chamberlin, who 
is interested in pure theory and approaches the price problem from 
a highly abstract level, the most significant aspect of these contri- 
butions to current economic thinking is that despite marked differences 
in the details of their logic, they all find in the industrial structure 
an institutional arrangement compatible with the effective function- 
ing of the economy. And so do their many followers—the expounders 
of the New Competition. Just as Smith in an age of individualism 
regarded laissez-faire competition as an instrument for harmonizing 
man’s greed with the general welfare, so these economists have dis- 
covered forces in the contemporary organization and structure of 
industry that if left alone will promote the public welfare. 

Clark is not disturbed by the contemporary industrial structure 
because, despite its oligopolistic business units, he views potential 
competition and the competition of substitutes as checks upon their 
power, which, although not perfect, may result in long-run prices 
that will closely approach those of pure competition. He also finds 
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that in industries of large fixed costs, short-run marginal-cost pricing 
would prove disastrous. He concludes his discussion of the concept of 
workable competition with the optimistic but guarded “hope that 
government need not assume the burden of doing something about 
every departure from the model of perfect competition” [12, p. 256]. 

Nourse in his Price Making in a Democracy [19] assumes that the 
structure of industry and the economies of mass production inevitably 
give to large firms power over the market; but he believes that if busi- 
nessmen can be made to see their long-run interest in sustained profits 
and a stable economy, they will deliberately pass on to consumers 
in the form of lower prices the gains made possible by advanced tech- 
nology. “We can only hope,” he says, 


that the ultimate intellectual judgment of private businessmen will be 
not merely that responsibility is the best policy in the limited terms in 
which it has already been put in practice and validated by experience but 
also in that broader and more comprehensive interpretation of responsi- 
bility that requires the individual businessman to follow practices that 
sustain the sources of general prosperity [19, p. 446]. 


Despite the treacherous bypaths of monopoly and the pitfalls of short- 
run profits, Nourse looks to the “invisible hand” to harness the selfish- 
ness of the leaders of corporate enterprise and direct it to the general 
good. As he expresses it, “Adam Smith’s recognition of self-interest as 
a perennial and dependable spring of human conduct is as true today 
as it was in his time” [19, p. 449]. 

Galbraith [13], while in agreement with Nourse that the economies 
of mass production make inevitable an industrial organization that if 
not checked places monopoly power in the hands of businessmen, does 
not look to the wisdom and restraint of those who have power to in- 
sure that they will not misuse it. On the contrary he thinks that power 
over the market tends to breed a countervailing power that will limit 
the original power so that it can do no public harm. Where counter- 
vailing power does not spontaneously develop, it is the government’s 
duty to create it. Galbraith envisages eventually a society made up 
wholly of power blocs arrayed against each other, and he relies on their 
conflicting interests to promote the public welfare. 

Schumpeter [24] believed that the essence of modern capitalism 
is its dynamic character. Forces inherent in it are constantly under- 
mining any strategic advantage that a monopoly may temporarily 
acquire. Better processes and products are constantly replacing those 
that may be temporarily monopolized. Temporary monopoly itself 
promotes the general welfare, for it gives a security to investments 
without which they might not be made. The “perennial gale of cre- 


| to think of themselves as stewards in whose hands rests the economic 
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ative destruction” [24, p. 84] is a force before which monopoly must 
disintegrate, and its winds bring better products, more productive 
processes, more economical sources of raw materials, and more 
efficient forms of business organization. Schumpeter regarded the 
Great Combination Movement, which radically changed the structure 
of industry at the close of the century, as a manifestation of this 
perennial gale without which the full productive potentiality of capi- 
talism could not have been realized. Schumpeter left little place in his 
scheme of things for an antitrust policy; he seemed to regard it as 
a sort of sniping operation, which might annoy and embarrass busi- 
nessmen but by itself would prove powerless to stay what he regarded 
as the forces of progress. 

This brief résumé of the doctrines of contemporary American 
economists who have concerned themselves with the functioning of a 
price system characterized by monopolistic competition is, of course, 
inadequate to do justice to the details of their logic, which at times is 
both profound and brilliant and which has validity in its application 
to some industrial situations. There is something of truth in what 
each says, and much of truth in what some of them say. Their com- 
mon ground, however, is that they all think much alike with regard 
to the workability of the contemporary economic system—a system 
whose structure is the product of an organizational revolution that 
has embraced virtually every aspect of American culture. That they 
think this way is, I believe, a reflection of the influence of the 
Zeitgeist on economic thinking. 

But theorists concerned with industrial structure have a greater 
obligation to society than to discover that its economy works well. 
As political economists we should be interested in understanding the 
forces that have shaped our economic system and may determine its 
destiny; and we should know more about how it works than the pro- 
ponents of workable competition have told us. On the latter point we 
can learn something from what corporate executives or their spokes- 
men have to say on the question of power and social responsibility. 

Business leaders recognize what some economists are loath to see, 
and they acknowledge by indirection what economists often deny—that 
the modern corporation’s relative size, the scale on which it buys 
and sells, and its investment policy may give it power over particular 
markets or over the whole economy. Having power, corporate execu- 
tives are asking themselves what are their social responsibilities in 
using it. In answering this question they acknowledge obligations to 
the corporation itself, its shareholders, its employees, the consuming 
public, and the whole economy. Business leaders today are beginning 
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" welfare of society. The late chairman of the Johns-Manville Corpora- 
. tion put it this way: 

e In the evolution of a complex industrial society the social responsibility of 

2 management has broadened correspondingly. Management no longer repre- 

5 sents, as it once did, merely the single interest of ownership; increasingly 

it functions on the basis of a trusteeship which endeavors to maintain, 
between four basic interlocking groups, a proper balance of equity. Today 
the executive head of every business is accountable not only to his share- 

’ oo holders, but to the members of his working organization, to his customers, 

} and to the public [9, p. 49]. 


Fortune, the magazine of big business, tells us that “one of the 
most obvious yet least recognized facts of our time is that the large 
corporation is becoming one of free society’s major instruments of 
economic justice” [10, p. 98]. On the question of the corporation’s 
social responsibility, Frank W. Pierce, a director of what Fortune 
regards as America’s model corporation, the Standard Oil Company 
(New Jersey), states that “it is becoming clear that in our modern 
society top management has the opportunity—in fact, I should say 
the duty—to act as a balance wheel in relation to three groups of 
interests—the interests of owners, of employees, and of the public, 

' all of whom have a stake in the output of industry” [9, p. 51, n. 8]. 

Not only does the modern corporation recognize its obligation to the 
public, but it conceives that obligation broadly. It has for some time 
been a self-appointed guardian of private enterprise and has engaged 

| in an educational campaign to create public opinion about itself and 
the traditional American way of life with which it identifies itself. 

In doing so it has assumed that it can sell private enterprise to the 

American public just as it sells soap, cosmetics, electrical appliances, 
or automobiles. Corporate leaders talking to each other have said, 

? “We have a continuous selling job to do,”’ involving the merchandising 
of “certain simple facts.” They believe that to get the best results they 

} should follow, as they have put it, a “down-to-earth simple approach” 

; in which they “take people by their mental hands” [9, p. 56] and lead 

| them to the altar of free enterprise where they may find renewed faith 

in it. In this educational and spiritual campaign they are utilizing the 
usual media of mass communication—the radio, television, and the 
press—through which they try to shape attitudes, curb or create 

*This point of view represents a significant contrast with Adam Smith’s and suggests 
how far current thinking on economic matters has been affected by institutional arrange- 
ments. Smith said, “It is not from the benevolence of the butcher, the brewer, or the 
baker, that we expect our dinner, but from their regard to their own interest. We address 
ourselves, not to their humanity but to their self-love, and never talk to them of our 


own necessities but of their advantages. Nobody but a beggar chuses to depend chiefly 
upon the benevolence of his fellow-citizens” [26, p. 14]. 
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prejudices, coin good will, and create habits of thought without the 
public’s being aware that its ideas are being fabricated for it. Witness 
the receni: wave of corporate institutional advertising designed to sell 
not products but the corporate executives’ conception of the Ameri- 
can way of life and the corporation’s place in it. The United States 
Steel Corporation brings to vast television audiences not merely 
entertainment of high cultural value but a picture of itself and its nu- 
merous corporate subsidiaries as “the industrial family that serves the 
nation.” And institutional advertising does not neglect the appeal to 
idealism. The American Petroleum Institute describes in eloquent lan- 
guage the role that the American oil industry is playing in “man’s quest 
for freedom.” As an “energizer of men’s thoughts and a contributor to 
freedom” [5, p. 21], we are assured, it will continue to play an increas- 
ingly important role. General Electric, boasting that progress is its most 
important product, generously identifies its achievements with those of 
the electrical industry of which it is a part and with the growth and 
progress of a greater America, which it is privileged to serve [6, 
pp. 6-7]. 

In conducting this educational campaign, spokesmen for the corpora- 
tions have used the customary mass-communication media but have not 
relied on them alone. They have resorted to subtler and more personal 
means for disseminating ideas: plant tours, special programs for clergy- 
men, and summer conferences and seminars for college professors. To 
the latter they have invited scores of social scientists, some of whom 
they have regarded as holding a warped idea of the place of big busi- 
ness in the American economy, and they have entertained them with a 
lavish generosity to which few have been accustomed. In the language 
of the poet, some who came to scoff remained to pray. 

In recent years the corporation’s educational interests have broad- 
ened, and it has assumed increasing responsibility for the financial 
welfare of the American system of private higher education. To meet 
the plight of American colleges and to forestall federal assistance, with 
its threat to freedom of inquiry, the corporation is stepping into the 
breach created by higher costs and a decline in individual giving. The 
courts have upheld the legal right of a corporation to bestow on educa- 
tional institutions its stockholders’ money without their consent, and 
Congress has authorized the deduction of gifts of this nature from tax- 
able income. In 1955 corporate giving to American colleges is estimated 
to have totaled $100,000,000, approximating from 7 to 8 cents out of 
every dollar spent by private schools [20, p. 12]. More important, three 
top-flight corporate executives were instrumental in the formation of 
the Council for Financial Aid to Education, for whose direction a dis- 
tinguished scholar and former college president was selected. With gift- 
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hungry college presidents backing the movement and corporate execu- 
tives not only recognizing, in the language of the New York Times, that 
“an increase in community-mindedness is a necessary consequence of 
the enormous growth in the size and power of corporations” but also 
identifying ‘the fate of the private liberal arts college with the fate of 
the private enterprise system” [20, p. 12], corporate giving is destined 
to grow both in size and in public favor. 

Whither these institutional changes are leading us we do not know, 
and about them most economists have been little concerned. Nor have 
the other social scientists, who also have made peace with their environ- 
ment, found them worthy of study. A noteworthy exception is Adolph 
Berle, who in his brilliant analysis, The 20th Century Capitalist Revo- 
lution [7], recognizes the modern corporation not merely as the agency 
in whose power rests the economic welfare of America, but as a social 
and political institution whose influence extends far beyond the market 
it serves. In the current atmosphere of ideological warfare the great 
corporation, Berle tells us, has undertaken, sometimes at the behest of 
the federal government, sometimes voluntarily, the responsibility for 
policing the nation’s internal security system. Berle contends that in 
acting as a policeman the corporation can and sometimes does violate 
with impunity employees’ constitutional rights by arbitrarily dismissing 
workers whose loyalty has become suspect. He believes that not only 
does the modern corporation have power over the lives of tens of thou- 
sands of workers, but—having in mind the operations of a dozen large 
oil companies both in international trade and in exploiting the oil re- 
sources of underdeveloped countries—that it exercises a power in inter- 
national affairs like that of a soverign state. 

I believe that in the task of analyzing the significance of the modern 
corporation to the American economy economists can play a larger role 
than they have thus far played. Without adequately investigating the 
causes of the merger movements that have restructured modern in- 
dustry, they have assumed the inevitability of that structure. Because 
modern technology decrees large production units, they have assumed, 
without determining precisely the factors responsible for the growth of 
particular corporations, that giant managerial units are necessary and 
that their size is a reflection of their efficiency. Because corporations 
have identified the impressive material progress of the last two decades 
with the corporate system of control, some economists have assumed 
that the large corporation is responsible for this progress. Because cor- 
porations have spent millions for research in well-equipped laboratories 
out of which have come remarkable industrial innovations, some econo- 
mists have assumed that individual researchers can contribute little to 
the advance of technology. These I believe are conclusions that have 
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come largely from superficial observation of the material circumstances 
that surround us. Instead they should be hypotheses to be tested. 

There are other questions that are particularly appropriate for ex- 
ploration by economists who study contemporary institutions. What is 
happening to the mobility of the factors of production as labor and capi- 
tal become controlled by ever larger organizational units? What effect 
are corporate-financed social security programs and union rules gov- 
erning seniority and other conditions of employment having on the 
mobility of labor? What effect is the corporation’s interest in develop- 
ing the well-rounded, loyal organization man, in preference to the non- 
conformist of distinction, having on the supply and mobility of mana- 
gerial talent? What can we learn about prices from the recent tendency 
of corporations to finance expansion out of earnings without direct re- 
course to financial markets? What are the factors that explain the ap- 
parent anomaly of rising prices and dectining production? Do the price 
and investment policies of big business on balance inhibit rather than 
promote the growth of output and investment? Do they result in a dis- 
tribution of income incompatible with the fullest utilization of existing 
productive facilities? Finally, and most important, to what extent can 
the structure of industry be modified and the economy made more flexi- 
ble without loss of efficiency? Can this be done through tax measures? 
Can it be done through more selective and vigorous administration of 
the antitrust laws? These are some of the questions with which stu- 
dents of industrial structure might well be concerned. They are becom- 
ing increasingly important to a free-enterprise economy in a world of 
competitive co-existence. 

Oliver Wendell Holmes once remarked, “Every now and then a 
man’s mind is stretched by a new idea . . . and never shrinks back to its 
former dimensions” [15, p. 266]. It is to be hoped that the minds of 
contemporary students of economic institutions that have new encom- 
passed the corporate system may be sufficiently flexible to engender an 
inquiring attitude about what it means and where it is leading us. 
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EFFECTS OF A DEVALUATION: A SIMPLIFIED 
SYNTHESIS OF ELASTICITIES AND 
ABSORPTION APPROACHES 


By Stpney S, ALEXANDER* 


The interwar and early postwar discussion of the effect of a change in 
the exchange rate on a country’s foreign trade balance! concluded that 
it all depends on the four elasticities involved.? These are the elasticities 
of supply of exports and demand for imports, each pair being taken 
both for the devaluing country (country 1) and the rest of the world 
(country 2). 

But a statement that something depends on one or more elasticities is 
merely a case of implicit theorizing unless the elasticities are independ- 
ently specified [5]. The well-known formulas, along the lines of (1) 
below, that express the effects of a devaluation in terms of the elastici- 


ties, are purely definitional. They can be given operational content only 


by specifying the nature of the functions whose elasticities are involved. 
As shown in detail in the appendix, these formulas expressing the 
change in the trade balance in terms of the elasticities are derived by 
means of the following definitions and translations, together with the 
condition that the rate of exchange must equalize foreign and domestic 
prices: 


(i) By defining the change in the foreign trade balance in terms of 
initial import and export quantities and prices, and changes therein. 

(ii) By defining the elasticities in terms of the same variables. 

(iii) By imposing the condition that the rate of exchange must equate 
foreign to domestic prices of internationally traded goods and services’ 

(iv) By using definitions (ii) and condition (iii) to translate dy 
change in imports, exports, and their prices into an expression involving 
the elasticities and initial amounts only. 

(v) By using the results of (iv) to translate (i) into an expression in- 
volving the elasticities and initial amounts only. 


* The author is professor of industrial management, School of Industrial Management, 
Massachusetts Institute of Technology. 


1 Throughout this essay capital movements are assumed absent except as passive settle- 
ments of the trade balance. 


* See [9, pp. 225-32] for the history and outcome of this discussion. 


— 
| 
} 


ALEXANDER: EFFECTS OF A DEVALUATION 


The resulting formulas are: 
— 1) Chond(€fms 1) 

Chee + 1) M, Cfma( Chand — 1) | 

Chae + — k) Cha + €fms(1 — k) 


The symbols have the following meanings: 

E, or E;= change in the foreign trade balance between country 1 and 
country 2 when country 1 devaluates in the proportion &, measured in 
domestic or foreign currency (country 1’s or country 2’s) respectively. 
E, or E; is taken as positive when the foreign balance of country 1 im- 
proves, negative when it deteriorates. 

X; or X;=predevaluation money value of exports of country 1 in 
domestic or foreign currency respectively. 

M, or M;=predevaluation money value of imports of country 1 in 
domestic or foreign currency respectively. 

k=the proportion by which country 1’s currency is devalued, so 


(a) Ey x, 
(1) 


B= 


~that, if before the devaluation one unit of country 1’s currency was 


worth rf units of country 2’s, after the devaluation it is worth r(i~k) 
units of country 2’s currency. 

The e’s are the four elasticities defined so as to be normally positive, 
as indicated in the appendix. The subscripts signify: 


h—home or domestic (from point of view of country 1) 
f—foreign (from point of view of country 1) 
x—exports (from point of view of country 1) 
m—imports (from point of view of country 1) 
s—supply 

d—demand 


Note that if X;,= M; and if e,,, and é¢sm, are infinitely large, and & is 


~small, then: 


Ey = rE, = + — 1) 


This is the familiar formula that a condition of stability in the foreign 
exchanges is that the sum of the elasticities of demand be greater than 
unity. 

Formulas (1), being merely definitional, can be applied to a wide 
variety of situations by specifying the appropriate functional relation- 
ships for the elasticities. Thus, suppose the elasticities refer to supply 
and demand functions with. the national incomes and domestic prices 
held constant in both countries. Then (i) gives the effect of a devalua- 
tion_on the foreign trade balance when national incomes and domestic 


23 
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prices are held constant. But suppose that national incomes and domes- 
tic prices are permitted to vary, then (1) still holds provided that the 
elasticities are redefined to apply to the relationship of price and quanti- 
ty changes when national incomes and domestic prices vary along with 
the prices of imports and exports as a result of a change in the exchange 
rate. 

Intermediate cases are also possible. For example, domestic prices 
might be held fixed, but national incomes be permitted to vary, or vice 
versa. In order to give the elasticities any meaning in these cases, how- 
ever, the mode of variation of the quantities that are neither held fixed 
nor explicitly involved in the elasticities must be specified. 

In short, a realistic content is given to (1) only by the specification of 
the functional relationships to which the elasticities refer and also the 
functional relationships involving other quantities not specifically held 
fixed. One of the most meaningful specifications is that of holding 
money incomes fixed, so that the elasticities indicate the covariation of 
imports with their price, or exports with their price, in each country as 
a result of a change in the exchange rate when money incomes are held 
fixed. 

After all, the purpose of formulas like (1) is to reduce the problem to 
a set of parameters that can be independently evaluated. If, for example, 
the elasticities were defined, not as the price-quantity relationships 
when incomes are held constant, but the price-quantity relationships 
when all other things vary as they would in the case of a devaluation, 
one would be completely at a loss as to the possible values of the elasti- 
cities unless one already had a complete analysis of the response of the 
economies of the two countries to a devaluation. The formulas would 
not tell us anything. 

When the elasticities are defined as those that would hold when 
money incomes are held constant in both countries while the prices and 
quantities of exports and imports are permitted to vary as a result of a 
change in the exchange rate, (1) does tell us something, but it does not 
tell us the total or final effect of a devaluation. It gives only a partial 
or initial effect: that ew would occur if incomes were actually held 
constant in both countries) But, in fact, incomes will usually change in 
both countries as a result o the devaluation, and these income changes 
will induce a whole train of price and quantity changes. \It is possible to 
express these changes as a chain of elasticities, but that soon becomes, 
if not unmanageable, at least unintelligible to any but the most dogged 
reader [2] [12] [8, Vol. 2]. 

There is, however, an elegant technique for completing the analysis 
with formulas (1) without introducing income effects explicitly. That is 
to assume a monetary policy that makes the troublesome income effects 
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go away. For example, suppose that the devaluation is accompanied by 


--a compensating monetary policy, so that the increased demand thrown 


on the domestic market is just canceled out by a corresponding defla- 
tionary monetary restriction. Aggregate money expenditures within 
the country for domestically produced goods and services for home con- 
sumption, investment, and exports would be held constant. Then the 
initial effects of the devaluation will be the ultimate effects and formu- 
las (1) will tell the whole story. 

Holding money incomes constant implies holding the domestic price JS 


-level and aggregate volume of domestic production substantially 


constant. But it does not imply holding constant the prices or outputs of 
specific commoditie3. The prices of imports would almost certainly rise 
in the devaluing country. The prices and outputs of domestically pro- 
duced goods and services which are close substitutes for imports would 
probably also rise. The prices and outputs of exports and of goods and 
services in close competition with exports for factors of production 
could also be expected to rise. But the prices or outputs of other domes- 
tically produced goods and services would correspondingly fall because 
of the restrictive monetary policy holding total expenditures couuhdetc’ ha 


~ While it would be very difficult to estimate the numerical values of the 


appropriate elasticities, they are. sufficiently clear conceptually for 
formulas (1) to be useful. 

An approach similar to this is specifically adopted by Meade [8, Ch. 
12] and the treatments of Metzler [9], Lerner [6], and others can be 
interpreted as implying it. It does represent an ideal line of policy: with 
one hand guide the money supply so as to maintain full employment 
without inflation, and with the other hand set the exchange rate for 
foreign balance. Any change in the exchange rate would then require a 
correlative change in the money supply. Unfortunately, things are not 
always done this way. 

In any case, the effects of two operations are not the effects of one 
of them alone. It is still appropriate to ask what are the effects of a 
devaluation unaccompanied by a compensating monetary policy. ‘That 
is the question under study here. Nurkse [10, p. 143] has pointed out 
the “‘pointlessness” of assigning internal effects to one aspect of mone- 
tary policy and external effects to anotheg. It is the purpose of the pres- 
ent essay to indicate, in general terms, the nature of the modification of ./ 


~ formulas (1) required when, the elasticities being defined with money 


incomes constant, there is no compensating monetary policy actually 
to keep money incomes constant. A formula will be derived to express 
the finial effect of a devaluation on the trade balance after the effects 
of changing money incomes are taken into account. 

The problem is, fundamentally, to find an expression for the result of 
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a sequence of reactions of each country to the devaluation itself and to 
the reactions of the other country. The first step is, accordingly, to 
show in Section I the formal structure of the adjustment to (1) that 
results from a sequence of such reactions, under certain simplifying 
assumptions. Then in Section II the economic content of the factors 
that enter into that formal structure is examined. Finally, in Section 
III, the simplifying assumptions are suspended and a generalized ex- 
pression for the effects of the devaluation on the trade balance is de- 
rived. 


I. The Reversal Factors 


The domestic income changes and their effects on prices and produc- 
tion, assumed absent for the purposes of the definitions of the elastici- 
ties, will, when they actually occur, generally reduce the effects of the 

™ devaluation. That much we can expect in advance from the Le Chatelier 
principle that the effects of changing one parametef are greater when 
other parameters are held constant than when they are permitted to 
, , Vary in accordance with the coriditions of equilibrium [11, pp. 36-38]. 
More specifically, as we examine any of the possible repercussions in 
detail we will see that they can usually be expected to operate against 
the initial effects. Thus, any rise in real income of country 1 as a result 
of the devaluation’s stimulating effect on domestic production is likely 
to lead to increased demand for imports tending to reduce the initial 
effect of the devaluation. Similarly, rises in prices of domestic products 
in country 1 as a result of increased expenditure out of increased money 
incomes will tend to cut down the price differentials initially set up by 
the devaluation and thus reverse in part the initial effects of the deval- 
uation. Corresponding reactions in the opposite direction in country 2 
will also tend to reverse in part the initial effects of the devaluation. 


A. The Formal Nature of the Reversal Factors 


We may accordingly define a pair of initial reversal factors, R, for 
country 1, and R; for country 2, such that (R,;—1) and (R;—1) measure 
the ratio of the reversal, through the income reactions in the correspond- 
ing country, of the initial change in the foreign balance as given by (1). 
That is, if there is an initial improvement of £, in the foreign balance 
of country 1 as a result of the devaluation, income reactions in country 
1 will tend to reduce that improvement by=E/(Ri— 1) to R,E,. In 
general R, and R, will each be less than unity. When these two coeffi- 
cients both operate, they set up a series of adjustments and readjust- 
ments to the initial effects that would lead in sequence from the 
initial effect Ey to to Ri to (Ri- 1)(R,E,;— R,RE,) 
etc, 
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Suppose for example that Z,, the initial effect on the foreign balance 
in domestic currency before any readjustments through domestic in- 


-come changes, is a one-unit improvement in the foreign-trade balance 


in domestic currency of country 1, the predevaluation balance being 


- zero. Suppose also that each of the initial reversal factors R, and Ry 


equals 1/2. The following sequence of adjusted values could then be 
expected. Country 1 would react by reducing the initial improvement 
in the foreign balance from 1 to 1/2 unit, country 2 would reduce it 
further to 1/4, country 1 would then reverse country 2’s reduction by 
one-half, raising the improvement in the foreign balance at this stage to 
3/8 unit, country 2 would then reverse the last change made by country 
1 by one-half, leaving the change in the foreign balance up to this stage 
at 5/16, country 1 would then reverse country 2’s last change by one- 
half leaving the foreign balance 11/32. The improvement in the foreign 


~balance at subsequent stages of adjustment would then be 21/64, 


43/128, 85/256, etc. converging toward 1/3. 

As shown in the appendix, the following are the general formu- 
las for the result of this type of sequence of adjustments and re- 
adjugtments, provided the predevaluation balance was zero, and 
(Ri—1)(R:—1) <1: 

9 


R RoE; 
(b) = 


1 — — 1)(R: — 1) 


where dB, and dB, are the final changes in the trade balance measured 
in foreign and domestic prices respectively, and Z; and E&, are given by 
(1) subject to the condition that X;= M,, or, what amounts to the same 
thing, X,=M,. 

The multiplier of the Z’s in (2), 


1 — (Ri — 1)(R: — 1) 


may be called the final reversal factor, in contrast to R, and Re, the 
initial reversal factors. The term R,R: in the numerator of the final 
reversal factor expresses the first-stage operation of the initial reversal 
factors. The term ‘ 

1 — (R; — 1)(R: — 1) 


reflects the sum of an infinite series of subsequent adjustments and 
readjustments to the initial reversals themselves. 
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B. The Initial Reversal Factors 


Formulas (2) have been established in a purely formal fashion; if 
reversal factors operate as assumed, they lead to these formulas. Eco- 
nomic content can be put into them only by specifying the economic 
parameters upon which the reversal factors depend. This can be done 
very simply if it is assumed that the entire change in exports and 
imports is matched by the money value of corresponding changes in 
expenditure on domestic output. 

Thus, suppose as a result of the changes in relative prices brought 
about by the devaluation, and in accord with (1b), the aggregate value 
of exports of country 1, measured in domestic currency, increases by $1, 
and the aggregate value of imports declines by $2. Then our assumption 
implies that the $1 increase in exports is a net additional demand for 
goods and services produced® in country 1, and the $2 reduction in 
expenditure on imports is switched to the domestic market, so that 
there will be a $3 increase in the aggregate demand for goods and serv- 
ices produced in country 1 before the secondary effects of increased in- 
comes and the expenditures they induce are taken into account. Since 
the increased demand for exports will certainly constitute additional 
demand for goods in country 1, the principal content of this assumption 
is that the reduction of money demand for imports represents a shift of 
money demand from imports to domestic goods, and not from imports 
into hoarding. 

Subsequently this assumption will be modified to take account of the 
possibility that not all of the initial change in the foreign balance goes 
to swell demand in the domestic market, but some hoarding (or dis- 
hoarding) out of a given money income may be induced by the initial 
' change in relative prices resulting from the devaluation. But for the 
time being, let us assume that there is no change of hoarding induced 
as an initial effect of the devaluation, but only as a secondary effect 
through the change of money income. 

Suppose that in country 1 a dollar of increased money income per 
income period leads, within that income period, to some money-income 
induced hoarding, 4, and some money-income induced increased 
demand for imports or for export substitutes so as to deteriorate the 
foreign balance by f;. We may refer to 4, and f; as the money-income 
induced factors. Naturally these factors may have different values at 
different levels of economic activity, as will be considered below. The 
effects of an increase of money income on hoarding and on the foreign 
balance need not come only through an increase of real income, they 


* Abstraction is made from the short-term possibilities of meeting such demand from inven- 
tories. 
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may result from money-income induced price changes, or distributional 
or taxation effects, or whatever. 

Suffice it to say that a one-dollar increase in money income leads, in 
the corresponding income period, to an increment of hoarding, 4, and 
to a deterioration of the foreign trade balance, f;. The latter may oper- 
ate either by increasing imports or by bidding back to domestic absorp- 
tion products that would otherwise be exported. The remainder, 
(1——f,), will, in the next period, go into additional domestic absorp- 
tion of goods and services and therefore into money income, leading to 
additional hoarding in the second period of /; (1—/,—f,) and a further 
deterioration of the foreign balance on the second round of f;(1——/f,). 


‘By the familiar multiplier analysis total money income in the country 


will ultimately have increased by 1/ (ath); and aggregate induced 
hoarding per dollar of original increment in expenditure, which we may 
denote by A, will be /, times the increase in money income, so that: 


Similarly, the aggregate induced deterioration of the foreign balance, 
which we may denote by F,, will be: 


= 
+ fi 


Note that F,+H,=1, This reflects the well-known proposition that an 
initial increase of expenditure of $1 will generate such aggregate addi- 
tional money income as to induce leakages through hoarding or the 
foreign balance that just balance the initial expenditure. 

Given the initial effect of the devaluation as measured in domestic 
currency, E,, and the assumption that the entire change in the foreign 
trade balance becomes an increase of expenditure in country 1, money 
income in country 1 will go up (assuming for the moment no readjust- 
ment on the part of country 2) by £;/4,+/,), as indicated by multiplier 
theory. An increase of income of this amount will induce a deterioration 
of the foreign balance by 


FE 
ii +f = 


This follows from the definition of f,;. Therefore the foreign balance 
after the first reaction of country 1 is E,—F,E,=£,(1—F,) =H. 
But by definition of ‘R:, this quantity equals R:Z,. Therefore Ri= Hi, 
and 1—R,=F,. Similarly, H2. 
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Substituting R,= H, and 1—R,=F, in (2): 


A, ALE; 
(a) =——— 
AH. 
(b) dB, = 
1 — 


To recapitulate, formulas (3) depend on the following functional rela- 
tionships and substantive assumptions, in addition to the definitions 
involved: 

(i) The functional relationships underlying the conventional multi- 

- plier analysis which imply that an initial change in income in country 1 
of Z, will lead to an ultimate change of E,/(4:+/f,), with induced hoard- 
ing of H,E£, and induced deterioration of foreign balance of F,E,, with 
H;+F,=1; and similarly for country 2. 

(ii) The assumption that money expenditures and incomes in coun- 
Try 1 and country 2 will change initially by an amount equal to the 
initial change in the foreign balance. 

iii) The assumption of predevaluation balance. 

Of these, (i) is fundamental and (ii) and (iii) are adopted for the 
purpose of simplification. The more complicated general case in which 
the simplifying assumptions (ii) and (iii) are suspended will be dis- 
cussed in Section III. Before turning to those complications, it may be 
worth while further to simplify (3). 


C. The Reversal Factors Depend Only on the Ratios of the Money-Income 
Induced Factors. 


Further simplification is possible because equations (3) are homo- 
geneous of zero degree in the h’s and f’s. If, for example, the underlying 


same proportion, to ch, and cf, respectively, where c is any constant, | 
dB, and dB, would be unchanged. In fact, the reversal factors depend 
only on the ratios of f,; to and to Mn. 

Let Then H,=1/(2,+1), and and 
similarly for H; and F,. Substituting these values in (3): 


1 + + 

En 


+ 
If, for example, 4;=f, and =f, then dB,= £,/3, the final effect of the 
devaluation will be one-third of the initial effect. If the f’s are larger 


(4) 
(b) dB, = 


reactions of country 1 should change so that /, and f; increase in the | 
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than the ’s, the initial effect will be reduced even more. Since, in many 
cases of devaluation, f; is large relative to /,, the final effect of the de- 
valuation may be a small fraction of the initial effect. This was recog- 
nized by Brems in the exclamation that “elasticity optimism does not 
imply devaluation optimism!” [2, p. 64] It was also the basis of my © 
emphasis, in an earlier article, on the absorption effects [1], cf. [7]. 
Equations (3) are, essentially, a simplification and generalization of 
results first achieved by Harberger [3, esp. eq. 14]. 

Equations (4) permit the following generalization of the effect of a 
devaluation: The initial effect depends on the four elasticities, as 


‘expressed in (1). How much of the initial effect “sticks” depends on the 


telative strength in each of the two countries of the impact of additional 
money income on money hoarding on the one hand, and on imports and 
exports on the other. If, in one or both of the two countries, an addi- 
tional unit of money income induces an increase of imports or reduction 
of exports that is large relative to additional money hoarding induced 
(so that at least one of the v’s is large), the initial effects of the devalua- 
tion will tend to be canceled out by the domestic income consequences 
of the devaluation. If in both countries the hoarding effect of an in- 


“crease in money income is strong relative to the foreign balance effects, 


so that the v’s are small, there will be a correspondingly small reduction 
of the initial effect of the devaluation as indicated by the elasticities. 

As limiting cases, if h; or 42 is zero (and the corresponding f is not 
zero), dBs=dB,=0. If f, and f, are zero (and the h’s are not zero), 
dB;=E, and dB,=E,. More generally the final reversal coefficient 
depends on the ratios of the f’s to h’s. 


II. The Economic Nature of the Money-Income Induced Factors 


The nature of # and f can best be analyzed by the separation of the 
effects of an increase in money income into real income effects and price 
effects. In order to show these separately we will first assume extensive 
unemployed resources in the country under consideration, so that an 
additional dollar of expenditure goes entirely to increase production 
and therefore real income but does not raise prices. Second, it will be 
assumed that just the opposite is true, that an increased dollar of ex- 
penditure only raises prices but does not increase production or real 
income. Then the two effects will be combined into a single expression. 

If an additional dollar of expenditure goes entirely into stimulating 
increased production and real income and does not raise prices at all or 
bid goods away from exports, the interpretation of A and f is quite 


_ straightforward. For, in this case, f is nothing other than the familiar 


real propensity ‘to import, the amount of increase in import demand that 
will be brought about by a $1 increase in real income. 
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Correspondingly, / is, in this case, the real propensity to hoard, de- 
fined as 1—a, where a is the real absorption—real consumption plus 
real investment—induced by a $1 increase in real income. Note that 
the absorption includes not only the induced consumption but any in- 
vestment that is induced by the $1 increase in production and real 
income.‘ The additional dollar of money income is exhaustively divided 
into three parts: one part, d, goes to purchase additional domestic 
goods; one part, f, goes to deteriorate the foreign balance through in- 
creased imports; and one part, h, goes into money hoards. These 
familiar concepts hardly require further analysis. 

If, on the contrary, a dollar of additional expenditure goes only into 
raising prices but does not increase production or real income, the na- 
ture of 4 and f is more complicated. The formal aspects of the situation 
are unchanged. It will still be true that the $1 increase in money income 
can be distributed into three components d, f, and #, such that d+f+h 
=1. But it may be presumed that the coefficients d, f, and / will have 
values for an increase of money income accompanied by a proportional 
domestic price rise different from the values of these coefficients when 
ides of domestically produced goods and services are constant. 

In particular, it may be presumed that the 2’s, the ratios of the f’s 
to the h’s, will be substantially different in the two cases. The v’s are 
likely to be much greater under full employment (constant real income) 
than in conditions of extensive unemployment (constant prices). This 
conclusion follows from the probability of both a larger f and a smaller 
h. It is probable that f will be larger at full employment because the 
full utilization of domestic resources will tend to produce such price 
reactions as to shunt increases of demand to imports or to goods that 
would otherwise be exported, or to domestic goods which bid resources 
away from the production of exports. 

We can expect k to be smaller under conditions of full employment 
because it will then, to a first approximation, be nearly equal to the 
average propensity to hoard, while in the unemployment case it is 
equal to the marginal propensity to hoard. That is, if real hoarding 
should depend only on the level of real income, an increase of money 
income and prices that leaves real income unchanged would merely in- 
crease money hoarding in proportion to the increase of prices. If, ini- 
tially, hoarding is zero, it will still be zero after the price rise. On the 
other hand, each dollar of increase of real income could be expected to 
increase hoarding by the marginal propensity to hoard, 1—@ in the 
terminology of the previous case. And, on the assumption of an initial 


‘ The propensity to absorb, a, could be divided into two components, d and m, referring to 
absorption of domestic goods and imports respectively. Then m would, in this case of no effect 
of the rise of domestic demand on exports, equal f. 
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foreign balance near zero, the average propensity to hoard is also near 
zero, which follows from the identity of hoarding with the foreign bal- 


“ance.® Therefore, in the absence of cash-balance effects, we should ex- 


pect h to be close to zero at full employment, possibly negative. 

At full employment, and with initial hoarding negative, as it is likely 
to be in a devaluing country, the principal possibility of an /# greater 
than zero is due to the cash-balance effect. With a given stock of money 
in the country, the rise of prices will change the relation of money in- 


‘comes to money stocks and may lead to some attempt to build-up 


money stocks so that money hoarding at any given level of real income 
may be increased. With less than full employment / would be made up 


‘of both the marginal propensity to hoard and the cash-balance effect, 


while at full employment, 4 would reflect the cash-balance effect prin- 
cipally. 

If increased money hoarding is not forthcoming either from the cash- 
balance effect or from some other effect, the devaluation will bring no 
improvement of the foreign balance from an initially balanced position. 
For the net improvement in the foreign balance measured in domestic 
currency must equal the net increase in hoarding [3] [1] [7]. The 
exact nature of h, when 40 at full employment, and why a higher price 
level should lead to more hoarding in money terms even if we start 
from an initial position of zero hoarding, are primarily questions of 
national monetary theory. For the purposes of international monetary 
theory it suffices to say that when a devaluing country is at full em- 
ployment the principal hope of a devaluation’s “sticking” (unaccom- 
panied by a compensating monetary policy) is wrapped up in the cash- 
balance effect, or any similar effect leading to increased money hoard- 
ing at given real income as prices rise. 

In the general case, a dollar increase of expenditure, and therefore 
money income, in country 1 can be broken down into two components. 
The first, w,,, is the increase in real income, the second, wy», is the in- 
crease of money income in excess of real income, an increase that goes 
into raising prices. Note that w,,+w:,= 1. Each component will have its 
own h and f. Suppose a $1 increase in real income of country 1 induces 
incremental hoarding of /,, and a deterioration of the foreign balance of 
fiy, and a $1 increase in money income that goes solely into raising 
prices induces incremental hoarding of /,, and a deterioration of the 
foreign balance of f,,. Then a $1 increase of money income, of which 
W1y goes into an increase of real income and w;,= 1—w, goes into rais- 
ing prices, will have an /, and an f; given by: 


hy = + and fi = + fiptip- 


5 First used, to my knowledge, as a fundamental element in this type of analysis, in [3, 
p. 52], further elaborated in [1], [7], [12]. 
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In short, we may break h, and f, into components reflecting the real- 
income effects and the price effects and their respective weights. The 
weights depend on how, under the circumstances existing at the time 
of the devaluation, an additional dollar of expenditure will be divided 
between increasing production and raising prices. 

This completes the main structure of the analysis. Instead of saying, 
as does the literature up to 1950, that the effect of a devaluation on the 
foreign-trade balance depends on the four elasticities, we must now say 
that it depends on these four elasticities subject to the income-induced 
readjustments in the countries concerned—readjustments which will 
tend to reverse the effects of the elasticities. These readjustments in 
turn depend on the relative strength of factors inducing hoarding and 
those inducing deterioration of the foreign balance in response to in- 
creased levels of money expenditures, as reflected in the h’s and f’s 
respectively. The h’s and f’s will have different values depending on the 
levels of domestic resource employment and the institutional circum- 
stances which govern the extent to which an increase of expenditure 
will go either into increasing real incomes or raising prices. 


III. Some Simplifying Assumptions Modified 


The simplicity of equations (4) has been purchased by some over- 
simplifications which may now be eliminated at the expense of greater 
complexity. The principal oversimplifications are the initial assump- 
tions (ii) and (iii) above (p. 30). We may remove these assumptions 
one at a time. 


A. The Case of Predevaluation Imbalance 


If the predevaluation trade balance is not equal to zero, additional 
complications enter from the fact that the change in the balance meas- 
ured in one currency will not be equal to the change of the balance 
measured in the other currency converted by the postdevaluation rate 
of exchange [4]. But the foreign balance itself in one currency always 
equals that in the other currency converted at the going rate of ex- 
change; so that— 


(a) Byo => Bho 


(b) Bya ad TaBha 


where B,., By, are the balances in foreign currency before and after 
devaluation respectively, B,., By. are the corresponding balances in 
domestic currency, and r and r,=#(1—) are the pre- and postdevalua- 
tion rates of exchange respectively. 

Subtracting (5a) from (5b): 


(Sc) AB; = rAB, — rhBig 


| 
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where 


AB; = Bia and AB, = Bis Bre 


Since r=1r.+kr, AB; may be expressed in terms of r., AB,, k and By; 
and AB, in terms of r., AB;, k and B,,: 


(a) AB; = AB, = AB, 


bh) AB AB; k 

(b) h + 
Thus the change in the balance in one currency will not equal the 
change in the balance in the other currency multiplied by the post- 
devaluation rate of exchange, but will differ by a factor which is essen- 
tially the devaluation proportion multiplied by the initial balance in the 
appropriate currency. That is, & is the devaluation proportion when the 
rate of exchange is expressed in number of units of foreign currency for 
one unit of domestic currency while k/1—z is the devaluation propor- 
tion when the rate of exchange is expressed the other way around. The 
quantity kB,., the difference between AB, and r,AB,, may be called the 


(6) 


Bho 


scale-down effect [4]. 


The scale-down effect is most easily interpreted on the assumption 
that AB,=0. Then, even though the foreign balance is unchanged in 
domestic currency, it will be reduced in foreign currency by the amount 
—kB;.. Suppose the predevaluation foreign balance, Byo, is a deficit of 
—$1, measured in domestic currency, the predevaluation balance in 
foreign currency, B,,, would then be —r. If the postdevaluation foreign 
balance measured in domestic currency, By., is unchanged at —$1, so 
that AB,=0, the postdevaluation balance in foreign currency, By, will 
be —r(1—k), and AB, will be the positive quantity kr. This reflects 
nothing more than the fact that the devaluation scales down the foreign 


-currency equivalent of any given amount of domestic currency by the 


devaluation proportion. 
Similarly if AB,;=0, then 


which may be referred to as the scale-up effect. It reflects the extent to 
which the devaluation would scale up the foreign balance in domestic 
currency if the foreign balance in foreign currency remained unchanged. 

The fact that AB;+¥r,AB, if B;~0 means that in the adjustment 
process previously considered, the two countries will be adjusting to 
different quantities if the initial trade balance is not equal to zero. Let 
us denote the scale-down and scale-up effects as D; and D, respectively, 


i.e., D;= —RByo; and D, = Bho} 
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so that D,=—D,/r.. If the predevaluation balance was a deficit 
(Bye, Bro<0) then D, will be positive and D, will be negative. 

It is shown in the appendix that the final change in the balance, after 
the full sequence of adjustments and readjustments, starting from an 
initial imbalance, will be: 


E D 

(a) mo 

(7) 
E D, 

(b) 

1+n+ % 


If, for example, E,=0, then E,= D,, and 


i+y 


and 


02 
dB, = 
% 


Thus, if the predevaluation foreign trade balance is not equal to zero, 
the final expression for an effect of a devaluation includes the scaling 
effects reduced by the final reversal factor, but also subject to an addi- 
tional adjustment, 2, or v2, which may be either greater or less than 
unity. 


B. If the Entire Change in the Foreign Trade Balance is not Shifted to 
Domestic Expenditure 


Now let us suspend the assumption that the entire amount of the 
initial improvement in the foreign balance in domestic currency, Ei, 
is thrown on the domestic market as net additional expenditure in 
country 1. Assume instead that there is some direct effect, positive or 
negative, of the relative price changes initially brought about by the 
devaluation on the money amount of absorption forthcoming at a 
given money income. This direct effect of the devaluation on hoarding 
out of a given money income in country 1 may be denoted by d,. The 
total initial effect on expenditure in country 1 will thus be the initial 
effect on the trade balance, E,, minus d,. 

This will lead to a net change of d,/,+/, in aggregate money income 
in country 1 from that previously considered, and a further change of 
F,d, in the foreign balance at a given rate of exchange, measured in 
domestic currency. This further change will, however, be scaled down 
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by country 2 to H2F,d, and then adjusted back and forth in the now 
familiar process to H2F,d,/1—F,F:, or in terms of the v’s, to 
n 14d; 

1+ + % 
in domestic currency. The net change in the foreign balance in foreign 
currency associated with d, is therefore 


Similarly, if in country 2 there is a direct effect, d,, of the devaluation 
on hoarding out of a given income, the resulting change in the foreign 
balance in foreign currency will be 


1 — FiF; 1++ % 
In domestic currency of country 1 the corresponding amount is 
v2d2/T. 


} 
| The final generalized expressions for the effects of a devaluation on 
| the trade balance are therefore: 


Ey + v2d2 + + dia) 

Ex + 01d; + + 


(a) dB = 


(b) dB, = 


APPENDIX 


A. Derivation of Formulas Expressing Change of the Foreign Trade Balance 
in Terms of Elasticities 


| Definition of terms not previously defined :* 
Let pr, gr, Apr, Ag, denote the predevaluation prices in domestic currency 
of imports and exports of country 1, and the changes therein associated 
with the devaluation under any specified assumptions. 

Let ~;, a, Apy, Agr denote the corresponding prices and price changes 
expressed in foreign currency. 

Let x, m, Ax, Am denote the physical volumes of exports and imports of 
country 1 and changes therein associated with the devaluation under any 
specified assumptions. 


® See pp. 23 and 34 for definitions of symbols previously defined. 
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The derivation follows the outline in the text above (p. 22). It will be 
given only for E;, since that for £, follows similar lines. 
1. Definition of the change in the trade balance. 


= — mpy. 
Ignoring second-order terms such as AxAq;: 
(Al) Ey, = AB, = (qAx + — (ppAm + mAp,) 
Ax A Am A 
m Py 


2. Definition of the elasticities. 
Elasticity of: 


Ax /Aga 

Home export supply............. 

x dh 

Ax Aq 

Foreign export demand........... = — — 

x 

( A2) 

Am / Ap; 

Foreign import supply........... = — — 

m Pr 

Am Api 
Home import demand............ Cima = — — 

m Ph 


These elasticities refer to the particular assumptions to which the A terms 
correspond. 


3. Price equalization through the exchange rate. 


Price equalization implies Pr = par 
and, by + Apy = (pn + Apa)r(1 — 
Therefore, Abs = (pn + Apa)r(1 — k) — par. 
Dividing by #; on the left and yr on the right, 
A A 
@) 
(A3) Ps Pr 
Aq; Aq 
—-= —k+—(1— &). 
Qh 


4. Translation of price and quantity changes into elasticities and k. 

By combining (A2) and (A3), the relative changes in exports, imports, 
and their prices can be expressed in terms of the elasticities and the de- 
valuation proportion, k. 


iS 
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Ax henzs€ pra Ag Renzs 


5. Translation of foreign balance into terms of elasticities. 
Substituting (A4) into (Al) yields formula (1a) above (p. 23). Formula 
(1b) can be derived in a similar manner. 


B. Proof of Final Reversal Formulas 


1. Assuming predevaluation balance. 

Given a series of adjustments by countries 1 and 2 such that Aj; is the 
change made by the jth country at stage 7, and for the second and all suc- 
cessive stages: 


(a) Ani = (Ri 1 1 


(B1) 
(b) = (Re — 


where the Aj; are measured in domestic, and the A; in foreign, currency. 

These formulas apply only to the second and successive stages, but not 
to the first, because at the first stage country 1 will adjust, not to the change 
made by country 2 but to the change brought about by the devaluation, 
so that Ay Similarly, Ao The assump- 
tion that country 1 adjusts first is purely arbitrary. The final expressions 
would be unchanged if it were assumed that country 2 adjusts first. 

Let 


Ai = Ai: and As = > Aoi. 


i=l 
These sums will be finite provided, as will be assumed, that 
—1<(R,—1)-(R.—1)<1. 

Then the final change in the foreign balance measured in the respective 
currencies, dB, and dB,, starting out from initial changes E, and £y, will 
be the sum of. the.initial.changes plus the subsequent adjustments: 

(a) dB, = Ex + A: + 
(b) dB; = Ey + Aira + Ac. 

Ai, the sum of all adjustments made by country 1, will be the adjust- 

ment in response to the initial change E, plus the sum of the adjustments 


in response to the adjustments of country 2, which in the aggregate are 
A>/ra, measured in domestic currency: 


(a) A, = (Ri — and similarly: 
(b) As. = (Re — 1)(Ey + 


(B2) 


(B3) 
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Substituting (B3b) in (B3a), and (B3a) in (B3b) and defining 
(Ri 1)(R: 1): 
Ey 
(az) + gd; 


(B4) 
(b) As = — 1)Ey + + gA3; 


or, transposing the final term and dividing by 1—g, which by previous 


assumption cannot be zero: 


E 
(a) Ay -—|- | 
as) g 


1 
(b) A; = = — 1) Ey + 
If the predevaluation balance was zero, E,= Ey/re, so: 


1 
(B6) 


Substituting (B6) in (B2a): 


1 
aB, = Bal (Ri + | 
(B7) 


1 


Since, from the definition of g, Ri +-R:—1+g=R,R:2, and 
1—g=1—(R,—1)-(R,—1): 


(a) dB, = » and similarly: 
1 — (Ri — 1)(R: — 1) 
(B8) 
Ri R2E; 
(b) dB, = 


1 — (Ri — 1)(Re— 1) 


2. The general case. 
Allowing for direct hoarding effects d, and dz, (B3) and (B4) must be 
modified as follows: 


(a) Ai = (Ri + 
(b) As = (R: 1)(E; dz + Ai: fe). 


(B3’) 
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Then (B4) becomes: 
(a) = (Ri — — dh) + g/ra(Ey — + 


(B4’) 
(b) Az = (Re — 1)(Ey — de) + gra(En — di) + 


Dropping the assumption that the predevaluation balance was zero» 
E,=(Ey/ra) +D, and E; = Exra+D;. Also, — D;/r,. By operations similar 


to those used in obtaining (B5) and (B6): 


1 d 
(a) = —| (Es +4 
(B6’) : 
1 
(b) = ~ h— =) +> + | — 
1 — g Ta 


Substituting (B6’) in (B2a): 


1 


Let 
1— R, 1— 
y= ? t= ° 
Ri R2 
Then: 
Rs 1 ct 
i—g 1+%+ % 1+ + % 
— 


1—g t+tatn 
Substituting these values in (B7’) 
Ex + md; + 02(Dz + 


(a) dB, = » and similarly, 
(B8’) % 
Ey + vede + + dire) 
(b) dB, = + ade + (Dy + dita) 
1+ 7+ % 
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A COMPARISON OF THE DISTRIBUTION OF 
PERSONAL INCOME AND WEALTH IN THE 
UNITED STATES AND GREAT BRITAIN 


By Harowp LyDALt AND JOHN B. LANSING* 


Comparisons, though sometimes odious, are nearly always illuminat- 
ing. The possibilities for making comparisons between the United 
States and Great Britain have been extended in recent years by the 
development in both countties of sample surveys of consumers, par- 
ticularly the Savings Surveys in Great Britain and the Surveys of Con- 
sumer Finances in the United States. The substance of this paper will 
be devoted to two main topics: first, the level of income and its distri- 
bution amongst households in the two countries; and secondly, the 
ownership of capital by households, its distribution, and the types of 
assets held. 


I. The Distribution of Income 


The main emphasis in the following discussion will be on the distri- 
bution of money income before income tax, but an attempt will also be 
made to compare the distributions of income after income tax. Com- 
parisons of these distributions are intended to supplement comparisons 
already available from the national accounts of total income and aver- 
age income per capita. There is also an extensive literature on the dis- 
tribution of income for each country considered separately, e.g., [1] 
[8]. The survey data have two great advantages, however: The meth- 


* Harold Lydall is senior research officer at the Oxford University Institute of Statistics 
and John B. Lansing is associate professor of economics and program director at the 
Survey Research Center of the University of Michigan. The authors wish to acknowledge 
their indebtedness to the Federal Reserve Board, which sponsors the Survey of Consumer 
Finances, and to the Nuffield Foundation, which financed the British Savings Surveys of 
1952-54. They are further indebted to the Carnegie Corporation of New York which 
made it possible for them to meet and discuss the topics covered in the article. 

*In Great Britain Savings Surveys were initiated by the Oxford University Institute 
of Statistics and carried out, with the help of grants from the Nuffield Foundation, for 
three years in succession, 1952-54. The survey was continued in 1955 by the government 
but it has been in abeyance for the past three years. The methodology used is broadly 
similar to that in the Surveys of Consumer Finances in the United States. Most of the 
data reported here has been drawn from those two surveys. Reports on the results of the 
Surveys of Consumer Finances are published annually in the Federal Reserve Bulletin 
and reports on the British Savings Surveys have appeared in the Bulletin of the Oxford 
Institute of Statistics and in Lydall [7]. 
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ods used in the British and American surveys are similar, and the data 
are in such a form that they can be reorganized in a flexible manner to 
prepare comparable tabulations. 

The ratio of real incomes per capita for the United States and Great 
Britain can be approximated from the national accounts, but the exact 
ratio is impossible to calculate, since patterns of output and expendi- 
ture, and effective prices and qualities of individual goods differ be- 
tween the two countries. In one very careful comparison of the United 
States and the United Kingdom for the year 1950 it was estimated that, 
in American prices, per capita gross national product (at market 
prices) was 1.6 times as high in the United States as in the United 
Kingdom, while in British prices the same ratio was a little over 2 [2, 
Table 27]. The ratio of per capita consumption in the two countries, 
on similar calculations, lay between 1.5 and 2.? 

Measured in local currency the per capita gross national product of 
the United States in 1953 (at market prices) was nearly $2,300 and of 
the United Kingdom about £330. This means that the American econ- 
omy produced for each American (man, woman and child) nearly $7 
for every £1 available for each inhabitant of the United Kingdom. A 
similar relation obtained also between per capita personal income be- 
fore tax in the two countries. 

Since they are designed for purposes of economic analysis, the sur- 
veys work with income per household rather than income per head. In 
the year 1953 the average total money income of American spending 
units, as estimated by the Survey of Consumer Finances, was $4,570; in 
Britain the survey estimate for the year 1953-54 was £477. This rep- 
resents a ratio of $9.6 to every £1. In comparing this ratio to the ratio 
of $7 to £1 from the national accounts allowance must be made for a 
difference in the average number of persons per unit, which is 2.9 in 
the United States against 2.25 in Britain. If per capita incomes were 
equal, the larger American units would receive larger incomes in the 
ratio of 2.9 to 2.25. Thus, the expected ratio of mean income per spend- 

* The relative purchasing power of the pound and the dollar varies widely for different 
goods and services. In general, those goods whose production is capital-intensive are cheap 
in terms of dollars while labor-intensive goods and all services are dear. A shopper in 
America who takes $4 to £1 as his standard of comparison will find that cars, television 
sets, washing machines and the like are much cheaper than in England; clothes are about 
the same or a little cheaper; and food varies according to type, with meat and highly 
processed foods being generally cheaper, while fruit and vegetables are often more ex- 
pensive. The extreme example of a costly American service is the man’s haircut. There 
is local variation in both countries, but the purchasing power parity ratio in this case 
appears to vary between $10 and $15 to £1. All personal services are expensive in America 
since the American wage or salary earner gets about $8 for each £1 paid to his British 
counterpart. Indeed, on an hourly basis he gets more. Hence, such services as education, 
medical attention, hotel accommodation and public catering are generally relatively ex- 
pensive in America and cheap in England. 
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ing unit based on data from the national accounts adjusted for size of 
unit is not $7 per £1 but $9 per £1. It is reassuring to find that this 
ratio closely approximates that of $9.6 per £1 obtained directly from 
the surveys. 

The difference may be partly attributable to differences in coverage 
—the surveys do not cover institutions and other quasihouseholds—or 
in the definition of income—the British survey includes certain income 
in kind which is not included in the American survey.’ It is interesting 
to note, however, that the median survey incomes for the two countries 
were $3,780 and £420 respectively; and these stand in the ratio of 
exactly $9 to £1. In the comparisons of distributions of spending-unit 
income which will be made below we shall frequently work on the as- 
sumption that $9 of spending-unit income in America is equivalent to 
£1 of spending unit income in Britain.‘ 

There are various ways in which distributions of income in two dif- 
ferent countries, or at different times in the same country, can be com- 
pared. A convenient method for our purpose is to rank the sample of 
spending units in each country in order of total income and then to 
divide them into tenths. The position of the deciles in relation to one 
another will provide a basis for comparing the shapes and degrees of 
dispersion of the two income distributions. Table 1 shows the pretax 
income deciles of British and American spending units derived from 
the 1954 surveys. In order to compare the relative positions of the 
decile points in the two countries ratios between pairs of deciles are 
shown in column 3. 

As already noted, the ratio of the fifth decile (or median) in the 
United States to the fifth decile in Great Britain is exactly $9 to £1. 
And, in fact, six out of nine ratios are either 8.9 or 9.0. This means that 
for about two-thirds of the way—from around 30 per cent from the top 
of the distribution to 10 per cent from the bottom—the two distribu- 
tions are almost identical in shape. But both at the top and at the 

*There are two items: income in kind of farmers, and the imputed value of owner- 
occupied houses. 

*The ratio of spending-unit income is not identical with the ratio of income per earner, 
since American spending units contain more earners on the average than British spending 
units. This is mainly because more American spending units are married couples. A rough 
estimate of the ratio of income per earner can be obtained by dividing the aggregate of 
“earned income” in each country by the number of occupied persons. On the basis of 
such a computation it appears that the ratio of wage and salary income per employee 
(both full and part-time) in nonagricultural employment in 1953 was $8.5 to £1. If an 
individual in Britain wishes to compare his income with the income received by a person 
doing a similar job in the United States he may convert his annual income in pounds at 
this “rate of exchange” (or at a slightly lower rate for more recent years). If he finds an 
appreciable difference between the figure arrived at in this way and the dollar income of 


his “opposite number” he can conclude that the two jobs occupy different positions in the 
two income scales. 
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bottom there are deviations, with the ratios rising above 9.0: at the top 
and falling at the bottom decile to less than 8.0. The implication of 
these deviations is that American incomes are more widely dispersed 
than British incomes at each end of the distribution, or in other words, 
the distribution.of income is more unequal in the United States than in 
Great Britain. 

Since some part of the difference between the two distributions might 
be attributable to the difference in the size of the population units meas- 
ured in the two countries a comparison was made of the ratios of deciles 
of family income in America to household income in Britain. The “fam- 


TABLE By Decites, Income Berore Tax, 
UniTep STATES AND GREAT BRITAIN 


Spending Unit Income Before Family or Household Income Before 
Tax, 1954 Surveys Tax, 1952 Surveys 
Deciles P United Great J - 
— = Ratio of States Britain Ratio of 
(dollars) (pounds) US to GB | Families | Households; US to GB 
(dollars) (pounds) 
Top 7,680 810 9.5 7,590 980 FP 
Second 6,000 650 9.2 5,760 720 8.0 
Third 5,000 560 8.9 4,850 600 8,1 
Fourth 4,400 490 9.0 4,180 520 8.0 
Fifth 3,780 420 9.0 35530 460 Pod. 
Sixth 3,150 355 8.9 3,000 410 7.3 
Seventh 2,500 2380 8.9 2,450 350 7.0 
Eighth 1,800 200 9.0 1,700 280 6.1 
Ninth 1,000 130 Fee 940 170 5.5 


ily” in the American surveys consists of all related persons living in 
the same dwelling; and distributions of family income are compiled for 
each American survey. The “household” in Britain is slightly wider 
than the family and normally includes all persons, whether related or 
not, who share common housekeeping arrangements. Household in- 
come in Britain was compiled only in the 1952 survey, but, on that 
occasion it was defined so as to exclude unrelated boarders. Hence for 
the 1952 surveys it is possible to make a comparison between the dis- 
tributions of family and household income in the two countries on a 
very similar basis.* The results of this comparison are shown in the 
right-hand portion of Table 1. 

The effect of changing from a spending-unit basis to a family (or 
household) basis is to make the distributions from the two countries 

*The only difference is that a few of the British households contain indoor domestic 


servants and friends living with the family. The average number of persons per American 
family in 1952 was 3.23, and the average number of persons per British household 3.06. 
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conform much more closely in the region above the median but to de- 
viate more obviously below this level. In other words, this comparison 
makes it less clear that the American distribution of income is more 
widely dispersed at the top of the income scale; but it reinforces the 
view that there is a significant difference between the British and 
American distributions at the bottom.® 

A further difference between the two countries is in the nature of 
their tax laws. For some purposes it may be more appropriate to com- 
pare the distribution after taxes than the distribution before taxes. No 
attempt has been made to estimate the incidence of all taxes, but in 
both countries the survey staff did prepare an estimate of the liability 
of each spending unit for the national income tax. In Britain this esti- 
mate also included the liability for social security contributions. The 
inclusion of this item makes the British system of income taxation ap- 
pear less sharply progressive than it is in fact. Even apart from this 
difficulty these estimates are subject to error. The investigators ranked 
the spending units by income before income tax and estimated the share 
of total income going to the top tenth, the second tenth, and so forth. 
The results are shown in the first two columns of Table 2. The units 
were then re-ordered by income after taxes, and the shares of income 
after taxes accruing to each tenth are shown in the last two columns of 
Table 2. In studying the data it should be kept in mind that sample 
surveys do not properly represent the very highest incomes. 

It is generally believed that the income tax in Great Britain is more 
progressive than in the United States, and some support for this view 
may be found in the table. The difference of 3 points between the share 
of all income received by the top tenth before taxes and that after taxes 
in the United States is clearly smaller than the corresponding difference 
of 4 points in Great Britain. But the main conclusion which emerges 
from the table is that while it may make some difference whether one 
compares the income distributions before or after taxes, it does not 
make much difference. In the remainder of this article we shall be con- 
cerned only with income before taxes. 

The method of dividing the total population into tenths (or some 
other fraction) is one way of overcoming the difficulty which arises 
from the fact that each country uses its own muméraire or currency as a 
basis for its measurements. Another is to make a direct estimate of the 
relation between the two numéraires. Since the shape of the distribu- 
tion of income is broadly similar in the United States and Great Britain, 

*It is difficult to arrive at definite conclusions about the degree of dispersion at the top 
of the income scale on the basis of survey data, since it is probable that there is a lower 
response rate at these levels than amongst middle- and lower-income groups. The British 


survey of 1954 was less successful-in-this respect than the 1952 survey and it is probable 
that the 1954 distribution gives slightly too little weight to the top-income groups. 
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it is not unreasonable to scale the two distributions in relation to one 
another by reference to some central tendency. For this purpose we 
may take the relation between the two medians, which, as we have seen, 
are in the ratio—for spending units—of $9 to £1. Then, if we translate 
each range of British incomes measured in pounds into its equivalent in 
dollars at this “rate of exchange,” we can compare directly the pro- 
portion of all incomes falling within comparable income ranges. This is 
done in Table 3. 


Tasie 2.—SpPENDING Unrts RANKED By TENTHS ACCORDING TO INCOME BEFORE TAXES 
AND Income Estmmatep Income Tax Liasiity,* 1952 Surveys 


Tenths of Per cent of Total Tenths of Per cent of Income 

Spending Units Income Taken by Spending Units after Taxes Taken 
after Ranking by Each Tenth after Ranking by by Each Tenth 

Income before Income after 

Taxes US. G.B. Taxes US. G.B. 
Top tenth 31 30 Top tenth 28 26 
2nd tenth 15 14 2nd tenth 15 14 
3rd tenth 12 12 3rd tenth 13 13 
4th tenth 10 10 4th tenth 11 11 
5th tenth 9 9 5th tenth 9 10 
6th tenth 8 8 6th tenth 8 8 
7th tenth 6 7 7th tenth 7 7 
8th tenth 5 5 8th tenth 5 5 
9th tenth 3 3 9th tenth 3 4 
Bottom tenth 1 2 Bottom tenth 1 2 
Total 100 100 Total 100 100 


* The taxes covered were: in the United States, federal income tax; in Great Britain, income 
tax (levied only by the central government), surtax (which is a part of the income tax affect- 
ing the highest incomes) and national insurance contributions (which are broadly invariant 
with income but depend to some degree on sex, age and occupational status). 


By this approach we are able to see more clearly where the differ- 
ences between the two income distributions lie. The most striking dif- 
ference is between the percentages of spending units receiving a total 
income of less than £100 or $900. At the other end of the income scale 
we also find that there are more American spending units than British 
with incomes above £1,000 or $9,000 and above £2,000 or $18,000. It 
should be noted, however, that whereas there are more American spend- 
ing units than British below the level of £100 (or $900), there are more 
British than American in the next income class running up to £200 (or 
$1,800). The unusually high frequency of British spending units in this 
second lowest income class—which actually produces a secondary mode 
in the distribution—results from the social security arrangements in 
Britain which give married old-age pensioners an income in this range. 
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TABLE 3.—DisTRIBUTION OF SPENDING Units By ToTaL INcoME BEFORE TAX IN 
CoMPARABLE RANGES OF INCOME, UNITED STATES AND GREAT BRITAIN, 
1954 Surveys* 


(Percentages of spending units) 


Comparable Ranges of Total Income United States Great Britain 
Under £100 ($900) 8.3 4.5 
£ 100 ($900) 11.5 15.7 
£ 200 ($1,800) 12.7 12.2 
£ 300 ($2,700) 14.2 14.4 
£ 400 ($3,600) 14.3 15.2 
£ 500 ($4,500) 13.5 12.8 
£ 600 ($5 ,400) 7.7 9.4 
£ 700 ($6,300) 5.7 5.4 
£ 800 ($7 ,200) §.2 5.2 
£1,000 ($9 ,000) 4.3 3.5 
£1,500 ($13 , 500) $3 0.9 
£2,000 ($18,000) 1.6 0.9 

Total 100.0 100.0 


* Percentages in this and subsequent tables do not always add to exactly 100 because 


of rounding. 


The proportion of elderly couples is greater in Britain than in the 
United States, as can be seen from Table 4. But if elderly married 
couples in Britain were not receiving a government retirement pension 
they would not necessarily drop into the next lower income group. 
Most of them would probably cease to exist as separate spending units, 
becoming attached to the relatives with whom they already live or with 


whom they would be obliged to live in such circumstances. 


Does the evidence so far presented justify the conclusion that Ameri- 


Tasie 4.—AGE DISTRIBUTION OF THE TOTAL POPULATION* UNITED STATES 
AND Kincpom, 1954 


Number in Millions Percentages of Total 

Age 
U.S U.K. U.S. U.K. 
Under 10 34.2 8.2 21.0 16.0 
10-19 23.9 6.8 14.8 13.3 
20-44 57.7 17.9 35.6 35.0 
45-64 32.9 12.5 20.3 24.5 
65 and over 13.7 3.7 8.3 11.2 
Total 162.4 51.1 100.0 100.0 


* Both distributions are midyear estimates of the total population, including armed forces 
overseas. Sources: U. S. Dept. Commerce, Bur. Census, Current Population Reports, Ser. 
P-25, No. 146, Washington 1956; U.K. Annual Abstract of Statistics, No. 93, London 1956. 
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can incomes are more unequally distributed than British? It must be 
admitted that the differences exhibited at the upper end of the income 
scale are not strictly significant in the sampling sense, and that they 
could even be the result of some slight difference in response rate 
amongst upper-income spending units in the two countries. But the dif- 
ference in the proportion of spending units in the lowest income group 
in Table 3 is well beyond the bounds of sampling error, in the sense 
that it could not have occurred by chance from similar populations ex- 
cept in a very small proportion of samples drawn at random.’ It should 
also be noted that the differences between the distributions of spending 
unit income shown by the 1954 figures are not exceptional: similar dif- 
ferences occur in the survey figures for 1952, 1953 and 1955. More- 
over, there is reason to believe that the American survey estimates of 
the proportion of low-income spending units in these years were if 
anything slightly too low, since new methods of drawing the sample of 
addresses in the surveys of 1956 and 1957 have revealed the existence 
of some low-income spending units who were previously overlooked.* 
Account should also be taken of the influence of certain differences in 
definition of the basic unit in the two countries. In America the “spend- 
ing unit” was defined as “all persons living in the same dwelling and 
related by blood, matriage, or adoption, who pool their incomes for 
their major expenses.” In practice, any person of 18 and over, or a mar- 
ried couple, was treated as a separate spending unit if he (or she or they) 
earned more than $15 a week and contributed less than half his income 
to the common housekeeping expenses of the family. The British unit 
was defined in slightly narrower terms: all persons of 18 or over, and 
married couples, were to be treated as separate units unless they had an 
income of less than £50 a year and were living with their relations. No 
question was asked about the pooling of incomes and no combinations 
"If the samples had been single-stage random samples the standard error of the dif- 
ference between these two percentages would have been 0.65 per cent. Although the 
actual standard error of the difference between the two percentages has not been computed, 
it is most unlikely to exceed twice this figure, i.e., 1.3 per cent. The actual difference, of 


3.8 per cent, is nearly three times this figure. For tables of sampling errors of the Surveys 
of Consumer Finances see [9]. 

*In 1956 the Survey Research Center made a substantial improvement in its sampling 
procedures in the field. The most important change was that, instead of relying exclusively 
on its own ad hoc lists of addresses within selected blocks, in many towns and small 
cities the Center began to make use of city directories. The result has been a more com- 
plete listing than could have been obtained by relying exclusively upon either the inter- 
viewers’ lists or the directories. The dwellings previously missed tended to be small and 
inconspicuous, and many of them were occupied by low-income spending units. Hence, 
one result of the change in sampling method was to increase the proportion of spending 
units with less than $1,000 in the 1956 Survey by about one percentage point. Since the 
British surveys make use of official lists for drawing addresses, there is unlikely to be a 
similar bias in the sample coverage in Britain. 


LYDALL AND LANSING: DISTRIBUTION OF INCOME 51 


of adults were made except in the case just mentioned. In both coun- 
tries children of under 18 were grouped with their parents or guardians, 
(The British unit was called an “income unit,” but for convenience the 
basic unit for both countries is referred to as a spending unit in this 
article.) 

If the British definition of the spending unit had been used in Amer- 
ica it might have been laid down that all persons with $500 or more of 
separate income should be treated as separate spending units, irrespec- 
tive of whether they pooled the greater part of their income with the 
rest of the family or not. To investigate this possibility a special analy- 
sis of the composition of the spending unit was made, which is sum- 

TABLE 5.—CoMPOSITION OF THE SPENDING UNIT IN THE UNITED STATES 
AND GREAT Britain, 1954 SuRVEY 
(Persons pet 100 SU’s) 


US. G.B. 
Married couples (2 persons per SU) 143 115 
Single male heads of SU’s 10 16 
Single female heads of SU’s 18 26 
Total primary adults 171 157 
Secondary adults with less than £50 or $500 13 1 
Secondary adults with $500 or more 4 — 
Total secondary adults 17 1 
Children under 18 102 67 
Total persons 290 225 


marized in Table 5. The number of pérsons who, on the British defini- 
tion, would have been treated as separate spending units, but were in 
fact combined with others in the American survey, amounted to only 4 
per 100 American spending units. This is the measure of the difference 
introduced by the difference of definition. It means also that, had the 
American spending units been grouped according to the British rule 
(and taking $500 as roughly equivalent to £50) the average size of the 
American spending unit would have fallen only from 2.90 to 2.79. 
Although only 4 per cent of American spending units would be 
treated differently according to the British rules, the effect of dividing 
up these spending units into separate “British” units would be to in- 
créase the number of low-income spending units in America. From a 
special analysis of American spending units in the 1954 survey it ap- 
pears that nearly half the “secondary” adults with $500 or more of 
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income, who would have been treated as separate spending units in 
Britain, had less than $1,000 of income. Moreover, if they were sepa- 
rated off, the parent spending units—with whom they were originally 
combined—would lose part of their income and some of them would 
fall below the $1,000 level. The net result of applying the British def- 
inition would therefore, be, that the proportion of spending units with 


TABLE 6.—NUMBER OF PERSONS IN THE SPENDING Unit, UNITED STATES 
AND GREAT Barrrain, 1954 Surveys 


(Percentages of total spending units) 


Number of Persons United States Great Britain 
One 21 40 
Two 29 26 
Three 17 16 
Four 16 10 
Five 9 5 
Six or more 8 3 
Total 100 100 
Mean number per SU | 2.90 2.25 


less than $1,000 would increase from 9.5 per cent to 11.6 per cent. It 
can be presumed that the proportion of spending units with less than 
$900 would rise from the 8.3 per cent shown in Table 2 to at least 10 
per cent. 

Finally, it should be taken into account that the British population 
contains far more single-person spending units than the American popu- 
lation. As shown in Table 5, there are 42 unmarried heads of spending 
units per 100 spending units in Great Britain compared to 28 per 100 
in the United States. Similarly, in Britain the proportion of spending 
units containing only a single individual is nearly twice as high as in 
the United States (Table 6). Since the incomes of single-person spend- 
ing units are on the average much lower than the incomes of multi- 
person spending units, which often include more than one income re- 
ceiver, this difference in demographic structure would tend, ceteris 
paribus, to produce more low-income spending units in Britain than in 
America. A study of the British figures reveals that almost all the 
spending units with less than £100 of income in the 1954 survey were 
single-person units. Hence, if the proportion of all British spending 
units which were single persons had been as low as in America the 
effect would have been to reduce the proportion of under £100 spending 
units in the whole sample from 4.5 to less than 3 per cent. 

In view of all this, there can be no doubt at all that there is a signifi- 
cant difference between the proportion of low-income spending units in 
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Britain and in the United States. The next task is to consider what 
features of the two countries are responsible for this difference. 


II. Reasons for the Differences in the 
Distribution of Income 


Differences in the distribution of income from one country to another 
may reflect differences in the allocation of the labor force to the major 
types of occupation. For example, since there is an international tend- 
ency for the mean income paid skilled workers to be larger than that 
paid to unskilled workers, differences in the proportion of manual work- 
ers of different levels of skill may lead to differences in the distribution of 
incomes between two countries. Even if two occupation groups have the 
same mean income, if the distributions of income for the two groups 
differ in dispersion the allocation of the labor force between them will 
influence the distribution of income in a country. It is also possible for 
differences to exist in the relative economic position of occupation 
groups from one country to another. 

There is in fact a fundamental difference in the structure of the 
American and British populations in respect of the occupations of the 
people. The next to the bottom row of Table 7 shows the distributions 
of spending units by the occupation of the head, as derived from the 
surveys. A comparison based on census data would yield very similar 
results. 

It should first be noted that, largely as a consequence of the differ- 
ence in age structure, there is a larger proportion of retired and unoc- 
cupied heads of spending units in Britain than in the United States. 
Some part of this difference is also caused by the fact that more elderly 
Americans are living as dependents of their children and are conse- 
quently not treated as heads of spending units. On the other hand, more 
Americans are unoccupied because of unemployment. Amongst the 
occupied heads of spending units the most striking difference is in the 
much larger proportion of self-employed in America. A substantial part 
of this difference is due to the difference in the number of farmers in 
the two countries. In Britain only one per cent of spending unit heads 
are farmers, compared with 8 per cent in the United States. (In total 
the United States has about 4 million farmers, against about 350,000 
in Great Britain.)°® But it is clear that there are also proportionately 
more persons in the United States who have their own business or pro- 
fessional practice than in Britain. 

*The figures refer to the number of persons whose major occupation is farming. In the 
United States part-time farming is not unusual, and it is also common for persons living 


in farm families to obtain income from activities other than farming. In addition there 
are in both countries many spare-time and hobby farmers. 
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These differences should be interpreted in the light of the distribu- 
tions of income for spending units classified by the occupation of the 
head of the unit, shown in the columns of Table 7. The classifications 
used were, as far as possible, the same in both countries; but there may 
have been some differences in the treatment of marginal cases, espe- 
cially in allocating occupations between the two white-collar classes or 
between the two categories of manual workers. In view of these diffi- 
culties in securing identical standards of classification we should not 
make too close a comparison of the distributions. 

Considering the large proportion of units headed by retired and un- 
occupied persons in both countries, and especially in Great Britain, it 
is particularly important to compare the income distributions of these 
spending units, given in the last columns of Table 7. While the bulk of 
spending units of this sort in both countries lie in the bottom income 
classes, more American spending units are in the very lowest class. The 
reason for this difference is doubtless the existence of a more extensive 
social security system in Britain, which lifts most of the lowest-income 
class of retired and unoccupied persons up to at least the second income 
class.*° 

Take next the distributions of income for the self-employed. Table 
7 includes a comparison—in comparable ranges of income—of the dis- 
tribution of all spending units headed by self-employed persons in Brit- 
ain with three arrangements of American self-employed spending units: 
all combined, farmers only, and the remainder. In the case of the ag- 
gregate groupings for the two countries, while the distribution at the 
upper end of the income scale is not dissimilar, the distribution at the 
lower end is quite different. There are more American self-employed in 
the low-income groups than there are British. The reason for this is 
immediately apparent when we divide the American self-employed into 
farmers and nonfarmers. In Britain the number of farmers is so small 
as to make little difference to the total picture; and, in any case, they 
are distributed by income in much the same way as the other self- 
employed. In America, on the other hand, the income distribution of 
farmers is quite different from that of other self-employed. The latter 
are distributed broadly along the same lines as the British self- 
employed, with perhaps a greater tendency to reach high-income levels; 
but American farmers are distributed quite differently, with a high con- 
centration in the low-income classes. 

One important reason, then, for the differences between the British 
and American distributions of income is the low average income of the 

* Of the heads of spending units aged 65 and over in the 1954 surveys, 80 per cent 


were in receipt of government transfers in Britain, compared with only 58 per cent re- 
ceiving either government or private transfers in America. 
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American farmer. In the 1954 Survey the average total income of 
American farm operator spending units was a little over $3,000 com- 
pared with about $4,700 for all other spending units. Part of this dif- 
ference can be explained by the exclusion of nonmoney income from 
the American survey definition of income; but, even with due allowance 
for this, American farmer spending units would have on the average 
not more than about three-quarters of the income of other spending 
units." A large proportion of American farmers fall in the two bottom 
income classes in our distribution; and it is clear that it is they who 
contribute quite substantially to the “extra” low-income spending units 
in America compared with Britain. 

In general, the distributions for the remaining occupations are re- 
markably similar; and in the case of spending units headed by skilled 
manual workers they are almost identical. Amongst the managers and 
technical, professional and administrative workers the distributions at 
the lower end of the scale are similar but they differ somewhat at the 
upper end. There are more British manager spending units with in- 
comes between £1,000 and £1,500 than American manager spending 
units with incomes of $9,000-$13,500. Some of this difference, however, 
may be caused by a different allocation in the two countries of marginal 
cases between the “manager” group and the “clerical and sales” group. 
In the latter group there are more American spending units with high 
incomes than there are in Britain. 

The only remaining major difference to be found in any pair of dis- 
tributions is between the distributions of spending units headed by un- 
skilled manual workers. In this case a substantially larger proportion of 
American spending units are in the two lowest income classes. 

Are there any special reasons why so many American farmers and 
unskilled workers should fall in the lowest income class? In the case of 
farmers it may be said that the tendency for farmers’ incomes to fall 
below other incomes is world-wide, with only a few exceptions, of 
which postwar Britain is one. But the other exceptions include such 
newly developed countries as Australia and New Zealand [3]. In the 
United States, farm income per worker has been lower than nonfarm 

* An interesting sidelight on the relative positions of farmers in Britain and America 
is given by the fact that while the average American farmer has only three-quarters of 
the average income of other American spending units, the British farmer has about 
twice the average income of other British spending units. American agriculture ranges 
from large mechanized farms using highly rationalized techniques to the numerous small 
low-income farms which populate the Appalachian region. The rapid rate of investment 
in farming plus the improvements in agricultural technique in recent years have increased 
the productivity of one group of farmers while reducing others to a marginal or sub- 
marginal status. Thus many American farmers, especially in the Southern Appalachians, 


belong to an impoverished and dying class. The British farmer on the other hand is, 
broadly speaking, just another businessman. 
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income per worker for many years. Available statistics suggest that the 
farm worker was even worse off compared to the nonfarm worker in 
1910 than in 1954 [4, pp. 23-28]. It is, therefore, not surprising that 
the farm labor force in the United States declined from 11.5 million in 
1910 to 9.5 million in 1940, 7.5 million in 1950 and 6.6 million in 1955. 
What is not clear on the face of it is why, even in 1954 after 15 years of 
industrial prosperity in America, so many farmers should have con- 
tinued to accept such low incomes. 

Part of the answer, we suggest, lies in another feature of the Ameri- 
can scene, namely, the lack of homogeneity of the labor force. An analy- 
sis of spending units with less than $1,000 income (in the 1954 survey) 
by both occupation and race reveals that more than a third of the low- 
income farmers were Negroes and more than a third of low-income 
unskilled workers were either Negroes or other colored persons. This 
compares with a figure of 11 per cent of colored heads of spending units 
in the whole population. Negro farmers, almost all of whom are in the 
South, comprise about one-sixth of all farmers, but half of them—ac- 
cording to the 1954 survey—have money incomes of less than $1,000. 
In the case of the unskilled the situation is different. The concentration 
of colored workers in the low-income class of the unskilled is mainly 
attributable to the fact that a quarter of all unskilled workers are 
colored. In addition, the proportion of colored unskilled in the lowest 
income class is slightly greater then the proportion of white unskilled. 

It seems reasonable to conclude that one factor making for the exist- 
ence of a fairly large proportion of low-income spending units in 
America is the racial heterogeneity of the population. Negroes and 
other colored people are often of low education, and frequently suffer 
from other disabilities when in competition with whites in the labor 
market. Hence they tend to crowd into low-paid occupations and to 
earn less than would be acceptable to white members of the community. 
The British population, on the other hand, is nearly homogeneous and 
does not contain significant groups of werkers who can be paid at lower 
rates than the generally accepted minimum. It can be expected that the 
progress of integration and the increasing industrial and geographical 
mobility of the Negro population will sooner or later eliminate this 
factor in the creation of low-income spending units in the United States. 
Similarly, the gradual extension of improved social-security arrange- 
ments to cover all sections of the population will reduce the number of 
retired and unoccupied spending units falling in the lowest income class. 


III. The Distribution of Capital 


A reasonably complete picture of the economic situation of an eco- 
nomic unit, or group of economic units, requires a knowledge of their 
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balance sheets as well as of their income distributions. Data on the 
total value of capital owned by spending units have been collected oc- 
casionally though not annually in the British and American surveys. In 
this paper, the comparisons of capital ownership will be based on the 
American survey of 1953 and the British survey of 1954. Since the 
pattern of capital ownership changes very slowly this discrepancy of 
one year is of no importance. 

The aim of the surveys in this field was to discover for each spend- 
ing unit the current value of its total net worth—that is, its assets 
minus its liabilities. So far as possible all assets and liabilities were 
covered; but, some were excluded because of expected difficulties in 
obtaining full and accurate information about them.’* Estimates by 
Goldsmith [5, p. 107] suggest that the total value of the excluded items 
for the United States in 1949 was nearly a third of aggregate personal 
net worth. 

Both surveys exhibit a tendency to underestimate the aggregate 
value of both assets and liabilities. There are no perfectly suitable out- 
side benchmarks for comparison, but there seems little doubt that the 
amount of personal liquid assets revealed by each survey is only about 
two-thirds of the aggregate stock in the hands of private households. 
The explanation of this understatement is probably twofold: first, that 
the surveys fail to secure the cooperation of a few wealthy people who 
hold a large proportion of all financial assets; and secondly, that some 
people who do cooperate with the surveys in most respects are reluctant 
to give complete data on their financial assets. These influences tend to 
produce a similar degree of understatement of holdings of corporate 
stock (and in Britain of government securities). In respect of non- 
financial assets—such as cars, houses, farms and businesses—there are 
fewer grounds for expecting understatements to occur. Assets of this 

* Assets included owner-occupied homes, farms and unincorporated businesses (where 
owner-occupied house formed part of a building used also as a farm or for other business 
purposes, value of house included with value of farm or business), other real estate, cars, 
liquid assets, marketable stocks or shares, loans made to persons. Liquid assets included 
deposits in savings banks, other banks, and such financial institutions as savings and loan 
associations in the United States and building societies and cooperative societies in Great 
Britain; holdings of fixed-value government bonds such as U.S. savings bonds and G.B. 
defence bonds and savings certificates; also, in the United States, other federal govern- 
ment bonds. Marketable stocks or shares included: in Great Britain the value of all 
private and government bonds, except defence bonds and savings certificates; the esti- 
mated market value of “private company” shares; and in the United States the value 
of privately held corporations, which was included with the value of unincorporated 
businesses. Excluded assets were currency, consumer durables other than houses and cars, 
the value of insurance policy and pension fund reserves, assets held by trust funds and, in 
the United States only, private, state and local, and foreign bonds. 


Liabilities included mortgage debt, instalment debt, bank debt, debts to other institu- 
tions and persons except charge accounts with retailers. 
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sort are visible and identifiable, and people are, on the whole, less re- 
luctant to talk about them [6]. 

As a result of the downward bias on estimates of financial assets, the 
surveys underestimate the value of total assets, and to some extent of 
liabilities, especially of instalment debt. This understatement is, of 
course, additional to the understatement which arises from the re- 
stricted coverage of assets mentioned above. So far as the available 
evidence permits us to judge, the tendency towards understatement of 
financial assets is very similar in Britain and the United States; and 
it seems probable that the aggregate understatement of net worth which 
results from this bias, as well as from the restricted coverage of assets, 
is of the same order of magnitude in both countries. The influence on 
the distributions of spending units by size of net worth is also likely 
to be similar. It seems legitimate, therefore, to use the comparisons of 
the survey distributions of net worth as broadly indicative of the rela- 
tive distributions of total net worth in the two countries. 

In the American survey of 1953 it was found that nearly 85 per cent 
of spending units had some positive net worth, 4 per cent had exactly 
nothing, and 11 per cent had debts which exceeded their assets (see 
Table 8). Had consumer durables other than cars and houses been in- 
cluded in the survey definition of net worth, there would not have been 
any spending units with exactly zero net worth, and it is doubtful 
whether there would have been any with negative net worth. In the 
British survey of 1954—on the same basis—it was found that only 66 
per cent of spending units had some positive net worth, 21 per cent had 
nothing and 13 per cent had liabilities exceeding their assets. These 
figures draw attention to the first great difference between the two 
countries—a difference which is fundamental to our understanding of 
the comparisons which follow. Property is much more widely distrib- 
uted in America than in Britain, There are comparatively few Americans 
who own nothing: there are many Britons who own nothing, or next to 
nothing. 

In order to compare the two distributions of net worth over their 
whole ranges it is necessary to decide on an appropriate “rate of ex- 
change” between pounds and dollars. We could have taken the same 
ratio as we used for the comparison of incomes—$9 to the £—but in 
order to avoid special tabulations, and since the comparison of net 
worth is in any case less exact, we have taken the ratio of $10 to the £. 
(Mean net worth per spending unit was about $12,000 in the United 
States and £1,100 in Britain—a ratio of nearly $11 to the £.) In Table 
8 the two distributions are given in comparable ranges of net worth on 
this principle. From the detailed comparison of the distributions it will 
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be seen that, even amongst those spending units with some positive net 
worth, the British distribution is more unequal than the American. 
Both at the bottom of the distribution and in the highest net worth 
group the percentage of British spending units exceeds the percentage of 
American spending units in comparable class intervals. At the same 
time, the percentage of American spending units in the range of net 


TaBLe 8,—DIsTRIBUTIONS OF SPENDING UNITS BY COMPARABLE RANGES OF NET WortH, 
UntTEep STATES AND GREAT BriTaIN 


(Percentages of spending units) 

Comparable Ranges of Net Worth> — — 
Negative 11 13 
Zero 4 21 
Under £50 ($500) 10 14 
£ 30 ($500) 6 6 
£ 100 ($1,000) 10 
£ 200 = ($2,000) 11 8 
£ 400 ($4,000) s 5 
£1,000 ($10,000) 15 8 
£5,000 ($50,000) 4 5 

Total 100 100 


* Some of the figures for individual groups in this column have been estimated by interpola- 
tion. 

> In both distributions there were a certain number of cases in which, because one or more 
components were not ascertained, total net worth was not exactly known. In these cases vaiues 
of net worth were assigned on the basis of the information available about the spending unit, 
such as its income, age and occupation and the assets actually reported. There were 9 per 
cent of spending units in the American survey which were given assigned values in this way 
and 8 per cent in the British survey. 


worth from $4,000 to $20,000 is almost twice as great as the percentage 
of British spending units in the comparable range of net worth—£400 
to £2,000. Altogether nearly half of American spending units have 
$4,000 or more, against only 30 per cent of British spending units with 
more than £400. 

The differences between the British and American distributions of 
net worth are further illustrated in Chart 1. The two Lorenz curves 
deviate very substantially from one another, a pattern in marked con- 
trast to the relative similarity of the Lorenz curves of income. The esti- 
mation of Lorenz curves by survey methods is subject to rather large 
errors, both for the reasons referred to in the last section and because 
of sampling fluctuations; but the differences between the net-worth 
curves shown here are so large that it is impossible to believe that they 
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do not reflect a real underlying difference between the two countries. 

If there are more American spending units who have something, 
what sorts of assets do they have? The answer, which is most instruc- 
tive, is given in Table 9. The wider distribution of assets amongst the 
American population is primarily a result of the more widespread 
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ownership of physical assets—homes, other real estate, farms, businesses 
and cars. In respect of financial assets, on the other hand, the difference 
between the two countries is much less. A slightly larger percentage of 
American spending units own some liquid assets and some corporate 
stock. A slightly larger proportion of American spending units own life 
insurance policies also. 

We turn now, as we did in the case of income, to consider the differ- 
ences between the distributions of net worth within occupational 
groups. The main differences between occupations can be appreciated 
from the data presented in Tables 10 and 11. The first table, which 
gives the percentage of spending units in each occupation group who 
have some positive net worth, shows that the over-all difference be- 
tween the British and American patterns of property ownership is 
largely attributable to differences between the lower-paid occupations 
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Taste 9.—PERCEN?PAGES OF SPENDING Units OWNING SPECIFIED ASSETS, 
Unrrep STaTEs AND GREAT Brirtarn, 1954 Surveys 


United States Great Britain 

Physical Assets 

Owner-occupied home 45 22 

Other real estate 146 4 

Farm, business or professional practice 17° 7 

Car 66 11 
Financial Assets 

Any liquid assets 74 69 

Corporate stock 10° 7 

Life insurance 75 69 

* 1953 figure. 


> Includes owners of any marketable stocks or bonds or shares in private companies. 
* Excludes farms, businesses or professional practices owned by persons other than heads of 
spending units. 


in the two countries. Property is more widely held in America than in 
Britain, not because the higher-paid occupations have more property in 
America, but because more manual workers, more clerical and sales 
workers, and more retired and unoccupied persons have property in 
America. 

The primary reason for these differences is that more Americans in 
these occupation groups own their own homes and their own cars. For 
example, over 40 per cent of unskilled American heads of spending units 
own their own homes, compared with 16 per cent in Britain; 50 per 
cent own a Car, compared with only 1 per cent in Britain. The differ- 


Taste 10.—Net Wortu IN DIFFERENT OccuPATION GROUPS 
Untrep STATES AND GREAT BRITAIN 


Percentage of Spending 
Occupation of Head of Relative Net Worth* 
Spending Unit 
U.S. 1953 G.B. 1954 U.S. 1953 G.B. 1954 

Self-employed 94 94 254 392 
Farmers 91 N.A. 176 N.A. 
Others 97 N.A. 328 N.A. 
Managers and technical 93 91 119 223 
Clerical and sales 91 71 58 44 
Skilled manual 84 65 44 28 
Unskilled manual 64 45 25 23 
Retired and unoccupied 81 58 124 157 
All Spending Units 85 66 100 100 


* Mean net worth of each group expressed as a percentage of the mean for all spending 
units in the population. 
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ences in the proportions owning liquid assets are much less: 61 per cent 
in America against 47 per cent in Britain. 

These figures suggest that in respect of property ownership there is 
more difference between the social classes in Britain than in the United 
States. A similar impression is given by the figures in the right-hand 
portion of Table 10, which show the average net worth of each occupa- 
tion group expressed as a percentage of the average for all spending 
units in the same country. We see that the British self-employed are 
more above average in wealth than the American self-employed— 
though this is partly due to the position of American farmers, who are 
not as rich as other American self-employed. British spending units 
headed by managers and technical employees have net worth which is 
more than twice the all-British average, while American spending units 
in this group have net worth only slightly above the all-American aver- 
age. At the other extreme, British manual worker spending units— 
especially skilled manual workers—are relatively badly off. The gap 
between them and the managers is very great, while in America it is 
only moderate. These figures tell the same story of more inequality in 
Britain, but from a slightly different point of view. 

Another way of looking at the matter is to consider the composition 
of the aggregate personal balance sheet in Britain and America. For 
reasons already mentioned, the surveys are not very accurate instru- 
ments for measuring aggregate net worth or its components; but a 
broad interpretation of the survey data will help to throw some light on 
the pattern of capital ownership in the two countries. A percentage 
breakdown of aggregate net worth for all spending units and for four 
occupational groups is given in Table 11. 

In this table the assets have been grouped, as previously, under two 
headings; physical assets and financial assets. Wherever possible liabili- 
ties have been offset against their related assets, so that only the net 
contribution of each asset to total net worth is taken into account. Thus 
mortgages on owner-occupied homes are deducted from the gross value 
of the dwellings concerned, and similarly with other property. It might 
have been useful to have deducted instalment debt on cars from car 
values; but the data were not available for Great Britain, and in any 
case some debt which is owed to banks and other institutions was origi- 
nally incurred in order to finance car purchases. So all nonmortgage debt 
—called personal debt—has been offset against total financial assets. 

The first thing to notice in the table is that net physical assets rep- 
resent a much larger proportion of aggregate personal net worth in the 
United States than in Britain. A small part of the difference comes 
from owner-occupied homes and a similar amount from cars; but the 
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biggest differences are in the proportions of capital represented by un- 
incorporated businesses and farms and other real estate. It was to be 
expected that farms and businesses—especially farms—would bulk 
more largely in the United States than in Britain, since so many more 
American spending units own one or the other of these. We have also 
observed that more American spending units own other real estate. But 
the general significance of these facts now seems clearer: it is that more 
Americans have direct investments in land. This land may include 
either their own homes, or farms, or other real estate. 

There is, perhaps, nothing surprising in this. The continental United 
States contains nearly 2 billion acres of land; Great Britain only 56 
million acres. Much of the United States was originally settled by home- 
stead farmers, while the pattern of property ownership in Britain has 
evolved slowly from the opposite extreme of a feudal concentration in 
the hands of large landowners. Despite the movement in America from 
country to town and the broadening of property ownership in Britain in 
modern times, each country’s past still leaves a strong imprint on its 
present structure. 

An additional difference between the two countries arises from the 
difference in social philosophy with respect to public ownership of rental 
housing. In the United States there are only about half a million pub- 
licly owned housing units, amounting to about one per cent of all dwell- 
ing units. In Great Britain about one-fifth of all households live in 
council houses. 

The over-all difference between British and American spending units 
in the arrangement of their assets is reflected in each of the occupa- 
tional groups shown in Table 11. The difference is least marked—as 
might be expected—in the case of the self-employed; but even amongst 
this group an appreciably higher percentage of total assets is repre- 
sented by other real estate in America than in Britain. The proportion 
of financial assets is smaller for each group in America than it is in Brit- 
ain, and it is interesting to note that in every group British spending 
units keep a higher proportion of their total capital in liquid assets. 

This bias towards liquidity is a marked feature of the British situa- 
tion. The reasons may be partly the continuing overload of liquid assets 
from the war years and partly a tradition of putting savings into liquid 
rather than into other forms. The savings movement in Britain has a 
long and powerful tradition, and it has stimulated the accumulation 
over the years of very large sums in the various savings institutions and 
in special savings securities. The trend has been aided by the tax ad- 
vantages offered to investors in many of these assets. It is possible also 
that the greater proportionate holding of liquid assets in Britain is a con- 
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sequence of there being fewer alternative outlets for savings—espe- 
cially into real estate and private business. 

The ratio between aggregate net worth and aggregate income in the 
United States is not significantly different from the ratio between these 
two aggregates in Britain. It is not possible to explain the greater equal- 
ity of distribution of net worth in America simply as the result of there 
being a greater total quantity of capital in America. Rather there is a 
tendency for each major type of asset to be more narrowly held in Brit- 
ain. More American real estate is held directly by its occupiers or is 
distributed amongst a fairly wide group of small property owners; 
more British real estate is in the hands of large owners and companies. 
The same is true of financial assets. Not only do British spending units 
keep a larger proportion of their total capital in financial assets—which 
are potentially a more concentrated form of property than, say, owner- 
occupied homes and farms—but these financial assets themselves are 
more unequally distributed in Britain than in the United States. For 
example, the top tenth of owners of liquid assets hold about three- 
quarters of the total in Britain compared with less than two-thirds in 
the United States. In every respect the distribution of property is more 
widely spread in America than in Britain. 


IV. Conclusion 


On the basis of comparisons of survey data from Britain and the 
United States it appears that pre-tax income per spending unit is, in 
general, very similarly distributed in the two countries. The only signif- 
icant discrepancy is that the United States contains more relatively- 
low-income spending units. The reasons for this are the existence of a 
large population of low-income farmers in America, the extensive pro- 
gram of social security in Great Britain, and the existence of a larger 
group of low-income unskilled manual workers in the United States. An 
underlying cause seems to be the greater racial heterogeneity in Amer- 
ica. 

When we turn from a comparison of income distributions to a com- 
parison of the distribution of capital, it is the British distribution which 
is more unequal than the American—and quite substantially so. More 
Americans directly own physical assets, such as their own homes, busi- 
nesses, farms or other real estate. Even within the group of financial 
assets, the distribution is more unequal in Britain than in America. 

In the modern world there are two opposite trends in the distribu- 
tion of capital—both in Britain and in America. On the one side, in 
relation to producers’ goods, there is great concentration of ownership 
in the hands of the big corporations which, in turn, are owned by a 
small fraction of the population. On the other side, there is a trend to- 
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wards a greater diffusion of ownership of consumer durables. This 
latter trend, which is the result of a rising standard of living, is evi- 
denced by the spread of owner-occupation of houses and by the grow- 
ing importance of cars and other consumer durables. It may be that the 
process of concentration of producers’ capital has still some way to go 
in the United States; but in Britain a spreading ownership of homes 
and cars will develop as the standard of living rises. It is possible, there- 
fore, that the distributions of property in the two countries will grad- 
ually move closer together. This development is to be expected also on 
the general ground that countries with such similar income distributions 
are unlikely to retain permanently such large disparities in the distribu- 
tion of property. 
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UNION WAGE POLICY IN HEAVY CONSTRUCTION: 
THE ST. LAWRENCE SEAWAY 


By Donatp E. CULLEN* 


From its explosive emergence in the 1930’s, the “new unionism” 
which has since swept through most of manufacturing has so dominated 
the American labor scene that most of the postwar interest in union 
wage policy has centered on industrial unions. Within this same period, 
however, unions in an important sector of the construction industry 
have been forced to fashion a wage policy in response to conditions 
quite unlike those found in any other industry. On many of the huge 
“heavy construction” projects which have become relatively common 
in the last twenty-five years, unions in the building trades have bar- 
gained from an unparalleled position of strength and yet have often 
exercised a curious restraint in their wage demands. In this case study 
of collective bargaining on the St. Lawrence Seaway and Power Proj- 
ect, it is suggested that union wage policy in heavy construction can be 
fully understood only in terms of the high priority which union leaders 
justifiably attach to their continued control over the hiring process in 
this industry. 


I. The Setting 


Construction projects on the order of the great dams of the West, the 
vast TVA complex, and the several atomic-energy installations typically 
require several years to complete and involve attracting a labor force of 
several thousand into an isolated area to work long hours for contrac- 
tors faced with a relatively inelastic demand schedule—all conditions at 
sharp variance with those usually found in local building. The St. Law- 
rence Seaway and Power Project is in many ways a perfect model of this 
type of construction project and of the unique bargaining situation 
which tends to prevail on these projects. 

The Seaway’ is a billion-dollar, five-year undertaking which will re- 

*The author is associate professor in the New York State School of Industrial and 
Labor Relations. He is most grateful to the school for providing the time and funds 
necessary to undertake this study; to his colleagues Jean McKelvey and Robert Raimon 


for their constructive criticisms; and to the many union, management, and government 
officials whose cooperation made this study possible. 


* Although the over-all project will be referred to hereafter by its popular designation 
as “the Seaway,” the power aspect actually dominates the construction phase, accounting 
for two-thirds of the project’s total cost and an even higher proportion of total employment. 
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sult in 1959 in the world’s second largest hydroelectric installation to- 
gether with a waterway expected to transport more tonnage than the 
Panama Canal. The Seaway itself is being jointly financed and con- 
structed by the federal governments of Canada and the United States, 
while the power project is a joint undertaking of New York state and 
the province of Ontario. 

In the summer of 1956, at the time of this study, the project was 30 
to 40 per cent completed. Well over 75 general and specialty contrac- 
tors were employing a peak labor force of about 14,000, divided about 
equally between nationals of the two countries. In order to ensure Ca- 
nadian contractors an adequate supply of labor at Canadian rates, an 
agreement had been reached among the government agencies concerned 
that no Canadians would be hired by American contractors as long as 
American workers were available, an agreement which American unions 
have not been loath to enforce. Thus, Americans work on American 
projects under American labor agreements and Canadians, covered by 
their own very different agreements, work exclusively on Canadian 
projects. The importance of this artificial but highly effective barrier be- 
tween contiguous labor markets may be gauged by the fact that wage 
rates for American workers on the Seaway are from 25 to over 50 per 
cent higher than rates for Canadian workers performing identical tasks 
a few hundred yards away. 

The American construction area is in the heart of what is known as 
“the North Country” in New York state, a dairy farming region which 
has justifiably been termed one of the most economically depressed 
areas of the state. It is generally agreed that prior to the advent of the 
Seaway most of the building trades in this area were weakly organized. 
Thus, Table 1 reveals that in July 1954, a short time before construc- 
tion began on the Seaway, most union building rates in the North 
Country were not only below those in the nearest upstate cities but also 
fell short of the national averages? and, of course, far short of New 
York City rates. 

Although it was expected that local non-Seaway construction would 
experience a temporary drop in activity for lack of manpower, the vol- 
ume of such construction may well have increaseed as a result of several 

* The apparent exceptions of the cement finishers and structural-iron workers are mis- 
leading. Neither trade was extensively used in the small building work characteristic of 
this area before the Seaway, with the result that no distinction was made between brick- 
layer and cement finisher (the latter normally receives a much lower rate). The rate for 
ironworkers, on the few occasions needed, was simply the Syracuse rate plus 25¢ for travel. 
The low teamster rate in Syracuse is a local quirk; the union happens to be very weak 
in this particular situation. Watertown represents the North Country in these comparisons 


because it is the center of union strength in this region and its rates applied to union work 
in Massena, the subsquent scene of Seaway construction. 
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relatively large projects newly begun in the area, some of them stimu- 
lated by the Seaway itself. Nearly all of these projects were operating 
under union contracts and all were clearly intensifying the pressures 
upon the local supply of both union and nonunion building tradesmen, 
a supply which from the beginning was inadequate to man the Seaway. 


Tasie 1.—Union WaGE RartEs IN SELECTED BUILDING TRADES AND AREAS, JuLy 1954* 


New York | A 
Trade Watertown} Albany Syracuse “Cit for 

Bricklayer $3.24 $3.22} $3.27} $3.80 $3.39 
Carpenter 2.75 2.80 2.894¢ 3.40 2.90 
Cement finisher 3.24 3.224 2.90° 3.40 2.87 
Electrician 2.90 3.30 3.20 3.30 3.09 
Laborer 1.90 2.11 2.124¢ 2.55 1.96 
Operating engineer 3.10 3.534 3.27} 3.90 n.a. 

Painter 2.50 2.45 2.50 2.89 2.77 
Plumber 2.92¢ 2.93}¢ 3.10}¢ 3.50 3.12 
Structural-iron worker 3.30 3.05 3.05 3.75 3.08 
Truck driver 1.90 2.10 1.63 2.40 1.98 


* Rates are primarily for building construction. 

b Heavy equipment classification. 

* Includes welfare fund contribution paid by employer. Since such payments are not re- 
ported by the B.L.S. for New York City and the U.S., they are included in the other rates 
only when base rates alone would give a false picture of the relative wage position of these 
three cities. 

Sources: Watertown, Albany, and Syracuse rates: The Building Indusiry, monthly publica- 
tion of the Building Industry Employers of New York State, Aug. 1954. New York City and 
United States: Bur. Lab. Stat., Union Wages and Hours: Building Trades, July 1, 1954, 
Bull. No. 1175, Washington 1955; and Union Wages and Hours: Motortruck Drivers and Help- 
ers, July 1, 1954, Bull. No. 1178, Washington 1955. 


Turning to the other side of this labor market, it might be expected 
that union bargaining power could be easily contained by the combined 
power of the many Seaway contractors, several of whom rank among 
the largest construction employers in the world and all of whom ob- 
tained their Seaway contracts as a result of competitive bidding rather 
than on a cost-plus basis. Yet, as several authors have noted, e.g. [3, 
p. 45] product demand is much more inelastic for government-financed 
construction than for most categories of private building. There is only 
one place where the Seaway can be built and, within wide limits, its ulti- 
mate cost will have little effect upon future decisions to build a dam in 
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: Oregon or a powerhouse in Tennessee.’ Therefore, competing contrac- 
bs tors on this type of a project “must be concerned with the relationship 
. of their costs to other firms in the industry, but not with their general 
y. level. Attention is focussed more on the uniformity rather than the 


height of wage rates” [1, p. 33]. Through the union devices of prehire 
» + agreements and uniform rates, labor cost was thus largely removed as a 
- competitive element in bidding on Seaway contracts. 

The effect of competitive bidding on wages is further lessened by two 
other practices on the Seaway. First, the letting of the various construc- 
tion contracts has been spread out over the life of the project, which re- 
duces uncertainty in many cases as contractors have to estimate costs 
for only a year or two in advance, or the term of many of the labor con- 
tracts, rather than for the entire five years. Also, not only are most of the 
labor contracts of at least two years’ duration, but those covering five 
important trades—the carpenters, laborers, teamsters, operating engi- 
neers, and cement finishers—feature a unique continuation or “carry- 
over” clause, which guarantees that workers on jobs bid in a particular 
year shall continue to receive that year’s wage rate through the follow- 
ing year, regardless of any wage increases obtained in the second year. 

Finally, Seaway contractors bargained under the shadow of penalty 

| clauses in their government contracts which, on the larger jobs, required 
. them to pay the government from $2,000 to $5,000 for every day work 
extended beyond the completion date stipulated in their contracts. Al- 
though this penalty clause, which is rarely used in other types of con- 
3 struction, can be waived by the contracting agency, Seaway employers 
e got the point when a high state official urgently reminded them in the 
middle of an important strike of their “contractual obligations.” 


Il. The Wage Structure 


It is evident that the American building-trades unions on the Seaway 
| occupied a nearly impregnable bargaining position. Thousands of 
1 craftsmen had to be lured to a rural area; the low-wage Canadian labor 
| | market just across the St. Lawrence River was neatly sealed off; the 
Z product market was largely isolated from normal competitive pressures; 
. and contractors had little incentive and even less ability to withstand 
| union demands. It therefore appeared logical to predict that union 
building rates would increase substantially in the surrounding area and 

| would soar even higher on the project itself. 
| As shown in Table 2, however, the actual wage structure was far dif- 


over original estimates, no one suggested that the project design should be altered to 


* Although Seaway costs at the half-way point were running better than 10 per cent 
reduce these costs. 
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ferent: (1) although building rates did increase off the Seaway after 
1954, area rates for several trades continued to lag behind both the na- 
tional averages and the rates in other upstate cities; (2) yet, for seven 
of the ten trades, these moderate union rates off the Seaway were 
higher than rates on the project itself, while rates were equal in two of 
the other three trades.* 

Because Massena is literally on the doorstep of the Seaway project, 
it has been substituted for Watertown in this table as a more graphic 
example of off-project building rates. For most trades, this substitution 
has no effect on rates, for they are identical in both cities. It is mis- 
leading for the plumbers, however, whose Watertown rates, comparable 
to those in Table 1, were $2.70 and $3.10 in 1956, with 5214¢ per hour 
added for travel to Massena. A comparison of Tables 1 and 2 thus re- 
veals that most of the union building trades in northern New York had 
not appreciably altered their wage position, relative to other cities and 
their respective national averages, since the coming of the Seaway.° 

The comparison between heavy-construction and building rates is 
more complex than it first appears. With few exceptions, overtime in 
building requires the payment of double time, but on the Seaway most 
trades receive only time-and-a-half. In addition, the Seaway contracts 
of the laborers, carpenters, cement finishers, teamsters, and operating 
engineers (until 1957) all contain carry-over clauses, while this is very 
rare in building contracts. Yet a third factor increasing the relative 
wage advantage of local building is the absence from project contracts 
of the travel pay clauses found in some local agreements. 

There are further differences within the area of heavy construction. 
The state chapter of the Associated General Contractors (AGC) negoti- 
ates for heavy and highway work only with the five basic trades shown. 
Two of these trades, the laborers and teamsters, simply apply their 
AGC contracts to the Seaway, but the other three have in various ways 
negotiated separate rates which apply only to the project. Similarly, 
some of the specialty trades apply their local rates for “big work” to 


*The Seaway rates can of course be termed “moderate” only in reference to the tight 
little world of the unionized construction industry; by many other standards, all the 
rates in Table 2 appear most immoderate. However, since this is an inquiry into a union 
rate structure, rather than investigation of union-nonunion differentials, the criteria em- 
ployed in Table 2 appear the most pertinent. This is true even of the inflated country-wide 
average, which is actually restricted to union rates in fifty-two cities with a population 
of 100,000 or more. 

* Exceptions are the electricians and plumbers, whose rates have moved up relatively 
as well as absolutely. See Note 2 for an explanation of the high Massena rates for cement 
finishers and ironworkers. Boilermaker Seaway rates are omitted from Table 2 because 
this trade has no local building rate for comparison. 
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the Seaway,* while yet others have a project rate different from their 
local rate. 

Finally, to compound the confusion, both building and heavy- 
construction contracts apply on the Seaway, the one that applies in a 
particular case depending upon the type of work being done. This is a 
fairly straightforward distinction in many cases—a temporary building 
for housing equipment is allied to heavy construction and a permanent 
administration building is considered building construction—but which 
contract applies to a dam (heavy) which literally contains within it a 
powerhouse (building)? The answer: up to a certain point, determined 
by agreement, it’s a dam and takes the heavy contract, but beyond that 
point the building contracts apply, illustrating the futility of the argu- 
ment as to which type of construction requires greater worker skills 
(and pay). 

Essentially, however, most Seaway work receives heavy rates (col- 
umn 1 in Table 2), most work off the project receives building rates 
(column 3) and most building rates are higher than Seaway rates. Of 
the three exceptions, the electricians and painters simply apply their 
local “big work” scales to the Seaway, and only the carpenters main- 
tained in 1956 a clearly higher rate on than off the project. Even this 
carpenters’ differential is illusory upon closer examination, for the 
lower building rate for 1956 is the bargaining price paid by the union 
in return for an agreement by local contractors to drop an important 
arbitration case. In 1957, the carpenter’s rate was identical ($3.20) on 
the Seaway and in local building, and the generalization can therefore 
be made that all Seaway rates are at best the same, and usually lower, 
than local building rates. 

That this wage structure is not a temporary or local aberration is in- 
dicated by two facts. At the time of this study, three trades already had 
concluded Seaway agreements through 1959, and all contained modest 
annual increases of about 10 cents per hour, a figure which union of- 
ficers were certain they would at least match in local building agree- 
ments. More important, it will be shown that available evidence points 
to the conclusion that rates on most large projects tend to be as rela- 
tively moderate as those on the Seaway. 


III. The Middleman Thesis 


In analyzing the extraordinary restraint displayed by Seaway union 
leaders in their wage demands, a fruitful point of departure is offered 
by Kerr’s theory of the wage-setting process in organized craft markets. 

*The double-rate structure is a device employed by some trades to meet nonunion 


competition by allowing lower rates on small jobs, defined in such terms as “residential 
work” or “service and/or repair work.” 
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Kerr points out that in a casual labor market the demand for a given 
craft fluctuates constantly. If there is an oversupply of union crafts- 
men, some are unemployed, which is “politically uncomfortable” for 
the union leaders and may also weaken the membership’s willingness to 
strike. Union leaders therefore attempt to adjust supply to demand by 
closely controlling the number of new members and, in the case of 
temporary shortages of union labor, by issuing work permits. Thus, 
“these unions do not generally use their control over the supply of 
labor to force up wage rates” but rather “to adjust supply to demand 
once the wage has been fixed” in response to both economic and non- 
economic considerations. “Control over supply is used more to preserve 
the integrity of the wage rate rather than to create it” [4, pp. 106-7]. 

Although Kerr’s analysis provides very real insight into craft-union 
wage policies, it does not offer a wholly satisfactory explanation of 
union polices in bargaining situations such as the Seaway. Kerr appears 
to be concerned primarily with the typical craft market, in which a 
worker may be attached to an individual employer for only a few days 
or weeks at a time and in which an unpredictable “temporary shortage” 
of union labor may last at most for a few months. But a five-year proj- 
ect requiring thousands of men on a predictable schedule is obviously 
atypical in a casual labor market, and this difference is recognized on 
the Seaway by those unions willing to accept long-term contracts which 
apply only to that project and which do not contain many of the restric- 
tive overtime and other provisions common to local building agree- 
ments. More important, Kerr’s emphasis on the unpredictability of the 
actual wage rate to be found in a “Balkanized” labor market fails to 
explain why the Seaway wage pattern, by the testimony of every con- 
struction veteran interviewed, is typical of all such large projects. 

Nevertheless, Kerr’s theory, when supplemented by what shall be 
dubbed here “the middleman thesis,” affords the most persuasive ex- 
planation of the union policy of wage restraint on large construction 
projects. The middleman thesis is best described by Christie in his bril- 
liant history of the Carpenters’ Union: 


The sum of the business agent’s activities clearly established him as a 
labor contractor. He promised to deliver to the employer a certain number 
of carpenters possessed of a certain guaranteed degree of skill at a stated 
time for a stated wage. . . . In return he received the right to control fully 
the trade in a given community, to bargain for the wages and working 
conditions received by the men he supplied, and to replace the old specu- 
lator contractor and his pieceworking carpenters as a labor-contractor- 
middleman. 


Here, in the business agent’s role as middleman, is the key to the con- 
servatism of .. building trades unions in general. The building trades 
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business agent is a more vital part of his industry than are local union 
officers in any other industry. . . . For the business agent is not alone an 
organizer of workers’ discontent. He is also a middleman around whom 
the building industry is constructed. What his left or union hand may 
choose to do may greviously harm his right or middleman’s hand. Thus 
while the business agent enjoys a position of strength which makes him 
the envy of many another local union officer, he also bears a burden of 
industrial responsibility which at times becomes crushing [2, pp. 65-66].” 


Many of the controversial union rules and practices in this industry 
spring in some degree from the union’s assumption of this obligation to 
provide workers to employers in a casual market, an obligation until 
recently encouraged by many contractors who, on the Seaway as in 
most of the organized sectors of the industry, blandly ignored the Taft- 
Hartley Act’s ban on the closed shop.* 

No one can argue that the business agent has never abused his power 
nor ignored his obligations, but the fact remains that he is acutely con- 
scious of his role as a labor contractor. Thus, when questioned about 
the close relationship of building and heavy wage rates, almost none of 
the union leaders on the Seaway mentioned the usual union principle 
of equal pay for equal work or any similar concepts of equity, but sev- 
eral spoke strongly of their obligation to “protect” local contractors by 
keeping project rates in the neighborhood of local rates. In their words: 
“T have to man the local jobs, too.” 

The repeated emphasis on this obligation to supply labor to local em- 
ployers is not the pose of “responsibility” sometimes adopted by union 
leaders attempting to put a good face upon a weak bargaining position. 
On the contrary, this obligation is based upon a clear recognition of, 
and desire to preserve, the foundation of the building union’s consider- 
able bargaining strength: control of the labor supply. Union officials 
are convinced that without such control they would be unable to estab- 
lish any wage standards in a labor market characterized by a lack of 
worker attachment to individual employers and also subject to sharp 
seasonal and cyclical swings in activity. To maintain this vital control 
of the labor supply, however, construction unions must deliver on their 
part of the bargain by supplying contractors with the labor they re- 

"Note that this concept of the business agent’s quasimanagerial role is quite different 
from Ross’s point that all union leaders are to some extent “in the middle” in trying to 
maintain the respect of both employers and members [7, pp. 108-9}. 


* Although it is generally agreed that this section of the act had little impact on the 
construction industry prior to 1958, this situation was radically altered by the decision 
of the National Labor Relations Board to apply the drastic “Brown-Olds remedy” to 
illegal hiring arrangements still in effect after November 1, 1958 [11, p. 22]; (the 
original deadline of June 1 was later extended by the Board). This decision has shaken 
the industry and has resulted in several changes in the form if not the substance of many 
hiring arrangements. 
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quire. As long as this labor contracting function is performed with 
reasonable efficiency, many contractors welcome the closed shop [1, 
pp. 45-46]. 

It therefore seems obvious to union leaders in this industry that their 
only realistic wage policy on projects such as the Seaway is one which 
will enable them to preserve their bargaining power in the long run by 
consistently attempting to fulfill their labor-contracting obligation to 
employers in the short run. Since local contractors have a limited ability 
to pay, union policy is to keep these employers competitive in the labor 
market by foregoing higher wage rates on the large projects.® Only in 
this way can the unions continue to furnish within reasonable limits the 
labor demanded by local employers of union labor. If this demand 
could not be met because of higher project rates, then the unions would 
have sacrificed their indispensable claim to exclusive control over the 
labor supply by failing to deliver when they were most needed. It is 
this contingency which leaders of building trades unions must avoid at 
nearly any cost, for once their efficiency as labor contractors is seri- 
ously questioned by employers, their power as union officials is simul- 
taneously threatened.” 

Of course, this professed desire to protect local contractors might be 
interpreted as a rationalization of the inevitable by leaders who know 
their members’ sense of equity demands wage uniformity and realize 
that off-project wages are limited by nonunion competition. Such an 
interpretation, however, is based upon assumptions more appropriate 
for an industria] than a construction labor market. This is not a situa- 
tion in which a relatively immobile factory worker can only complain 
to his union about the injustice of a higher rate being paid elsewhere 
for his job, for most construction workers in the area have little attach- 
ment to an individual contractor and would presumably experience no 
difficulty or compunctions about transferring to a five-year project 
paying well above local rates. 

Although this supply-oriented thinking of union leaders may be wel- 
comed by local union contractors, how do the middlemen satisfy their 
other “customers”—members who want high earnings and Seaway con- 
tractors who want thousands of skilled workers attracted into a low- 
wage area? The key, of course, lies in the availability of overtime work 
on the Seaway. Even though local union rates are low as compared 

* Very high project rates could not easily be matched by local union contractors, for 
nonunion building continues to be undertaken in the local area—and even in Massena 
itself. In addition, of course, the demand for most local construction is considerably more 
elastic than is true of the project itself. 

*Tt is significant that construction unionism is weakest in the single-family residential 


sector of the industry, where small operative home-builders do not feel the need for a 
closed shop and have strongly resisted it. See [1, pp. 46-47] and [8]. 


78 THE AMERICAN ECONOMIC REVIEW 


with union rates elsewhere, they are sufficiently high, when coupled with 
the opportunity for steady work and overtime premiums, to attract 
qualified workers from great distances. The job-scarcity consciousness 
of construction workers is legendary and so ingrained that jobs such as 
the Seaway appear to many of these workers as incredible bonanzas even 
when worked at prevailing local rates. 

In this regard, the reaction of union leaders to temporary labor short- 
ages on the Seaway is significant. When faced with contractors impor- 
tuning them to find more workers, these union officials seldom make 
the obvious suggestion that contract rates are too low; instead, like the 
good businessmen they are, they almost invariably urge an increase in 
scheduled overtime. Should any unionist doubt the wisdom of this 
course, all he need do is look about him. In spite of temporary short- 
ages in some trades, the project has been manned without great diffi- 
culty by the modest lure of only a forty-eight hour week at local rates. 
Meanwhile, union officers are resigned to hearing their phones ring at 
any hour of the day and night with calls from members across the 
country who are ready to hitch up their trailers and start rolling for 
the Seaway at a moment’s notice. 

This attitude explains other differences between local and project 
agreements. The double-time provisions common in building contracts, 
for instance, are clearly designed to spread a limited amount of work 
among union members, as exemplified by a local Carpenters’ contract 
restricting the work week to forty hours “except in case of emergency.” 
Consequently, overtime is rarely worked in local building even under 
boom conditions, while forty-eight hours is the normal work week on 
the project. The fact that most trades accept-time-and-a-half for this 
overtime on the Seaway, and also in state AGC contracts for all heavy 
and highway work, reflects union awareness that the cherished “lump 
of labor” approach can safely be discarded in these situations. Simi- 
larly, the absence of travel-pay provisions in the Seaway contracts may 
illustrate an acceptance of the contractors’ argument that on jobs such 
as this workers can legitimately be expected to shift their residence to 
the neighborhood of the job-site itself. 

Fortunately for local contractors, there are many construction work- 
ers who are less mobile and less eager to work long hours than are the 
“boomers” who follow the big jobs from coast to coast. As long as the 
earnings differential on the project remains “reasonable,” some local 
workers, particularly those outside the commuting range of the Seaway, 
will prefer not to move to Massena and will instead stay on local work, 
which is now plentiful, familiar, and paying good rates. Consequently, 
in the peak season of 1956, union officials were still able to man most of 
their local jobs. On the other hand, they were offering long hours and 
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high earnings on the project for those members who wanted them— 
not just the “boomers” and those from areas where building was slow, 
but also local workers who were unmarried or within commuting range, 
or those who simply desired the extra money enough to move to Mas- 
sena and commute home weekends. With these and other groups, the 
middleman has met his third set of obligations by supplying the labor 
demanded by the Seaway contractors. 

This picture of the construction union leader—“allowing” contrac- 
tors this and “offering” workers that—may appear rather extreme, but 
Christie is correct in saying that in a sense the entire industry is built 
around this middleman. By the standards normally applied to union- 
mangement situations, his bargaining power on the the Seaway is nearly 
limitless. The primary reason this power remains largely unexploited is 
not because this union official is a good fellow or an industrial states- 
man, but because his other function as a labor supplier imposes obli- 
gations upon him at the same instant it creates his power as a labor 
leader. While these functions may not conflict in some situations, they 
do on the Seaway and only the hunger of many construction workers 
for steady overtime work enables the middleman to resolve his conflict 
of interest. 


IV. Alternative Explanations 


Although union wage policy on the Seaway is believed to be best ex- 
plained in the above terms, it might legitimately be asked whether this 
wage policy could be better explained in the institutional terms made 
familiar by Ross and others. For instance, most of the rapidly spread- 
ing regional agreements in construction naturally are negotiated by 
representatives from the regional or international union level rather 
than by local business agents, and the unions’ centralized bargaining 
strategy in this context is as clearly influenced by the “pressure of 
equitable comparison” as the policies of the CIO industrial unions often 
cited by Ross.** Since most of the Seaway contracts are also negotiated 
by international representatives, it is possible that these negotiators 
perceive “orbits of coercive comparison” extending far beyond the local 
labor market which dictate a policy of wage restraint. 

While this possibility can not be ignored, no evidence to substantiate 
it was discovered in the course of extensive interviewing of union and 
management officials. This is patently a negative type of test but never- 
theless the best available. By their very nature, most types of equitable 
comparisons influencing union wage policy are not abstruse mysteries 
known only to a select few, but are rather so obvious and pervasive that 


™Compare Ross [7, pp. 55-56], with Bertram and Maisel [1, pp. 62-65], and 
Kenneth M. McCaffree [6]. 
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union leaders dare not ignore them and indeed often flaunt them in 
rationalizing their decisions. It therefore seems significant that inter- 
national representatives, in discussing the project contracts covering 
Seaway work, rarely mentioned the institutional forces which they 
freely acknowledged to be of paramount importance in the negotiation 
of regional agreements. Whereas regional contracts embrace the juris- 
diction of many locals and generate all the usual pressures towards 
wage uniformity, such as the political need of the international to treat 
all locals alike and the ease with which a uniform contract can be ad- 
ministered, Seaway contracts typically involve the jurisdiction of only a 
single local of each union. International union officials stepped in on 
the Seaway primarily because the inexperienced local officers were not 
competent to handle the hiring and jurisdictional aspects of a project of 
this scope and novelty, rather than because of a concern for the impact 
of the project contracts on union locals outside the North Country. 
However, the evidence is not completely one-sided. A few institu- 
tional factors were occasionally suggested as important wage influences 
by some contractor and union negotiators and these deserve a brief 
examination. For example, some emphasized the moderating influence 
on the five basic trades of their interest in organizing heavy and high- 
way construction throughout the state. In this drive, highway construc- 
tion, rather than the rare heavy job such as the Seaway, is the “bread 
and butter work” which must be controlled and, for various reasons, 
this control is easier to gain through regional than local bargaining. In 
New York, state-wide AGC contracts covering this type of work are of 
recent origin, are only binding upon about half of the AGC members in 
the state, and involve a considerable short-run sacrifice of union bar- 
gaining power in some local situations. Since two of these five trades 
simply apply their AGC contracts to the Seaway, it might therefore be 
true that their wage demands are tempered by the need for organizing 
the state as a whole. The fact remains that the carpenters easily ob- 
tained a five-cent differential in their AGC contract for Seaway work 
while the operating engineers, in the only major strike to occur on the 
Seaway, simply shattered their state agreement in so far as it applied to 
the project.’* Finally, this concern with organizing highway work does 
not explain why the specialty trades, which are seldom used in this work 
"The discipline and effectiveness of this strike clearly indicated the preponderant 
bargaining power enjoyed by the unions on the Seaway. This 1956 strike completely 
shut down the American half of the project. Although wage demands were involved, the 
critical issue was the union’s demand that the carryover clause in the state contract be 
modified or abolished on the Seaway. The union quickly won this strike in seven days 
by splitting the contractors’ front and signing a “supplemental agreement” with the Seaway 


contractors alone on terms even more favorable than the union at one point had offered 
to accept from the state AGC. 
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and do not have state contracts, nevertheless follow the same policy of 
wage restraint on the Seaway. 

Consider two other assertions made by some union negotiators: if 
the Seaway contractors were pushed too hard in wage negotiations, they 
might retaliate by insisting that future jobs be operated under Taft- 
Hartley conditions; also, District 50 of the United Mine Workers, 
which has organized some construction workers in and about the coal 
country, was occasionally alleged to be a formidable rival capable of 
organizing even a project as large as the Seaway by offering contractors 
a relatively low wage scale and freedom from jurisdictional disputes. 
These “dangers” to the union as an institution appear not only remote 
but also quite irrelevant as explanations for a tradition of wage restraint 
which is believed to antedate the Taft-Hartley Act and is known to be 
observed on large projects even farther removed from the coal country 
than is the Seaway. Nevertheless, the fact that the Taft-Hartley Act 
was even occasionally conjured up as a potential threat in this securely 
closed-shop sector of the industry is another indication of the intense 
preoccupation of union officials with preserving their control over the 
labor supply. 

On balance, there appears to be little ground for questioning the 
validity of the claim of union negotiators that the prime motivation of 
their wage policy on the Seaway is the desire to “protect local con- 
tractors,” which in reality means protecting union control over the labor 
supply and thus preserving the ultimate basis of union bargaining 
power in the industry. 

V. Implications 

Available evidence, though scanty, supports the belief that union 
wage policy on the Seaway is typical of that followed on all unionized 
construction projects of a comparable size. It has been mentioned that 
every experienced government, management, and union official inter- 
viewed agreed on this point. The available wage data on Atomic Energy 
Commission projects also indicate that union rates were moderate on 
these sites and the rise in local construction rates less than had been 
anticipated [10, pp. 28-29, 47-51, 90] [9, pp. 1-10] [12, p. 26]. It is 
true that official AEC policy is to insist that prevailing area wages 
should constitute not only the minimum for project rates, in accordance 
with the Davis-Bacon Act, but should also constitute the maximum 
allowable rates.** However, the chief labor relations official of the AEC 
has pointed out that this limitation is more apparent than real; once an 
AEC project is underway, its rates are the prevailing rates in the area 


* Kenneth M. McCaffree [5]. This is the best study of the sources of disputes in heavy 
construction. 
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and must be adjusted upwards during the several years that the project 
is under construction.** Finally, although BLS surveys distinguish be- 
tween heavy-construction and building rates only for operating engi- 
neers, this rough measure reveals that engineers’ building rates are as 
high or higher than their heavy rates in nearly every city that makes 
such a distinction [13, Table 13]. 

None of this is meant to imply that complete harmony reigns during 
wage negotiations on large projects. Disputes will doubtlessly continue 
to occur over the precise rates to be paid, the definition of the “local- 
ity,” and particularly the extent to which local practices should be ap- 
plied with respect to travel pay, shift differentials, carry-over clauses, 
etc. Given the power context in which these disputes often occur, how- 
ever, the overriding impression remains that union wage policy on these 
projects is surprisingly restrained. 

In evaluating the theoretical implications of this finding, Kerr’s in- 
stitutional analysis is of particular value in its emphasis on union con- 
trol of the labor supply as the key factor in understanding the wage- 
setting process in an organized craft market. On the Seaway, for in- 
stance, it is certainly true that union control over supply was “used 
more to preserve the integrity of the wage rate rather than to create it.” 
On the other hand, union wage policy in heavy construction suggests 
that Kerr underestimates the potency of market forces in shaping a 
craft union’s wage decisions. The union business agent has maintained 
his impressive array of “middleman” functions not only through sheer 
power but also because he renders a service of value to employers in a 
casual labor market: the supplying of skilled labor when and where 
needed. Many employers are willing to pay for being relieved of this 
necessary and costly function, provided that the price is not excessive— 
that is, provided that union wages (and the cost of restrictive prac- 
tices) do not depart so far from the structure and level of wages 
characteristic of a “free market” that it would clearly profit employers 
to do their own labor contracting. 

Union leaders in heavy construction appear to be much more con- 
scious of this market limitation than Kerr assumes. While the /evel 
of wages on the Seaway is probably higher than it would have been if 
this had been a nonunionized project, the extent of this difference can 
easily be overstated, for a relatively high wage scale would have been 
necessary in any event to attract thousands of skilled workers into 
that remote area. In addition, the structure of union rates on and off 
the project is strikingly similar to the wage structure that would have 
tended to prevail if both the local area and the project had been un- 


* Interview with Mr. Oscar Smith, Director of the Organizaton and Personnel Division 
of the AEC, 
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organized, with a rough uniformity of rates throughout the labor market 
and an earnings differential on the project to compensate for the dis- 
utility of long hours and the need for workers to change residence. 

As so often happens, this wage policy can be interpreted to fit the 
postulates of either the institutional or economic theories of union 
behavior. After the fact, the Seaway wage structure could easily be 
explained as the result of a union decision to forego short-run economic 
advantages for the long-run benefit of the institution; with equal logic, 
the wage structure could be described as the result of a purely eco- 
nomic and politically unpopular decision by union leaders in their 
managerial roles as labor contractors. Regardless of the label that 
might be attached, the essential point remains that if the conclusions 
of this study are valid, union behavior in a casual labor market is seen 
to contain an important element of restraint even when tested “at the 
margin” in an unusually monopolistic setting. Thus, the foundation of 
the considerable bargaining power often enjoyed by craft unions—ex- 
clusive control of the labor supply function—contains within itself a 
countervailing obligation to man all union jobs which at least partially 
precludes the abuse of that bargaining power. 

This determination of craft unions to protect their labor-contract- 
ing function at nearly any cost also underlines the grave implications of 
the recent decision by the National Labor Relations Board to make an 
all-out assault upon the closed shop in the building industry.” There 
is no doubt that the closed shop in its usual form can be justifiably at- 
tacked for concenirating too much power in the hands of union busi- 
ness agents. Nevertheless, as shown by this and nearly every other 
study of labor relations in the building trades, some form of union par- 
ticipation in the hiring process appears both inevitable and on many 
counts desirable in a casual labor market. Policymakers, no less than 
theorists, must recognize the implications of the “Balkanization of 
labor markets.” 
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THE U.S. NATIONAL ACCOUNTS 
AND THEIR DEVELOPMENT 


A Review Article 


By Ricuarp Ruccies* 


In 1947, the Department of Commerce set forth for the first time the whole 
body of U.S. national income statistics in an interrelated and consistent system 
of national income accounting. There had, prior to this time, been a consider- 
able evolution in the national income and product statistics themselves, and 
there had been beginnings both in the United States and the United Kingdom 
which pointed to the development of formalized national economic accounting 
systems. The task of mobilizing resources for war production had stimulated 
work in this area, and the formulation of the Keynesian theory in macro- 
economic models provided a source of additional stimulation. Nevertheless, in 
the United States the data had not been made available in the form of an 
integrated system until the 1947 National Income Supplement to the Survey of 
Current Business was published [8]. In 1951 a new supplement [6] provided 
for the first time a detailed discussion of the conceptual framework and the 
statistical sources and methods underlying U.S. national income statistics. 
Also in this supplement, estimates of constant dollar gross national product 
for the period 1929 to 1950 were presented for the first time. In 1954 a third 
supplement [7] further revised the statistical data presented in the 1951 
edition and amplified the discussion of sources and methods on which the 
estimates were based. 

Besides these basic publications, there have appeared from time to time 
additional supplements to the Survey of Current Business on particular as- 
pects. For example, considerable information on regional income is embodied 
in the report on regional trends in the United States economy [9] published 
in 1951. Information on income distribution was provided by a supplement 
[4] published in 1953; and in the same year a comprehensive study of the 
income of Hawaii [5] was also published. 

In view of these developments, the Conference on Research in Income and 
Wealth decided to devote its 1955 session to a critique of the United States 
income and product accounts. This critique was not done casually. Over 20 
people either presented papers or provided formal comments. These papers 
and comments have been published as Volume 22 of Studies in Income and 
Wealth, entitled A Critique of the United States Income and Product Ac- 
counts [1]. In planning this conference it was recognized that the Department 


* The author of this review [1] is professor of economics at Yale University. 
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of Commerce would have to cooperate in making a searching critique possible, 
and there is no possible complaint on this score. George Jaszi, as chief of the 
National Income Division of the Department of Commerce, provided the cen- 
tral paper of the conference, on the conceptual basis of the national income 
accounts. In addition he proVed an appendix to his paper which réviewed the 
literature of national income accounts, ‘Although Jaszi is gareful’ to state that 
the views he expresses are his own, his per provides a reasoned statement of 
the rationale underlying the Department ef Commerce position on mgst of the 
controversial issues. As such, this paper is an extremely valuable addition to 
the literature. In terms of actual space, Jaszi’s paper, together with his com- 
ments on other papers (and he comments on every paper in the volume) ac- 
count for more than one-third of the book. 

It is neither possible nor desirable to discuss here all the points covered 
in this volume; the latter will find its place in the literature not as a bedside 
book for restful reading but rather as a reference book for people working on 
some specific aspect of aggregative economic concepts. Nevertheless, certain 
topics do stand out, because of their importance and because of the amount of 
attention they receive in this volume; and an examination of some of these 
will serve as a basis for evaulating this critique of United States income and 
product accounts. Six major topics will be discussed, because they either were 


or should have been major objects of attention: the design of accounts, factor - 


cost valuation, the evaluation of intermediate services, distributive ‘shares, 
capital formation, and deflation. 


The Design of Accounts 


In my view, the most important subject discussed in the volume is the 
design of the national income accounting system. This design is undoubtedly 
now undergoing a significant evolution and promises to show marked prog- 
ress in the near future. The discussions by Jaszi, Schelling, Copeland and 
Lusher are very suggestive. 

In his discussion of the design of the accounts, Jaszi recommends a reform 
of the United States summary accounts which would involve dropping the 
business-sector account and the corresponding income and product subtotals 
now included in the personal, government and rest-of-the-world accounts. 
He advocates this simplification in the belief that the information which 
would be lost is not very important. The result would be a simple five-account 


’ \ > system: a national income and product account, a personal income account, a 


government receipts and expenditure account, a savings and investment ac- 
count, and an international transactions account. Such a system would be ar- 
ticulated in the sense that every transaction appearing in it can be identified 
twice, once as a debit and once as a credit. Jaszi recognizes that such a system 
will not comprehend all of the information contained in the national income 
statistics. For example, the industry distribution of output and payments 
would not appear in the summary accounts. However, one can view such 
industry detail as a deconsolidation of the totals shown in the national income 
and product account. Similarly, the activities of various kinds of legal organi- 
zation are not shown. Supplementary tables containing data of this type again 
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would have to be shown separately. The accounts, it should be accented, can 
show only summary information for the economy as a whole. Jaszi suggests 
as an additional supplementary table that the personal income account be 
broken down by income size, and that, to the extent that it is possible, cross 
classifications by economic group and income size be developed. The savings 
and investment account, he suggests, should be deconsolidated to integrate 
financial information with income and product data. Despite the contrary 
opinions voiced by experts in flow-of-funds analysis, he regards a deconsolida- 
tion of the savings and investment account as a perfectly adequate vehicle for 
achieving integration between the flow-of-funds and national income accounts. 
In discussing the integration of the national income and flow-of-funds data that 
has been achieved withinethe accounting framework developed by Copeland 
and the Board of Governors of the Federal Reserve System, Jaszi deplores the 
submersion of the national income and product categories to the money-flows 
categories. He would prefer an arrangement in which the income and product 
framework would stand out, with financial data brought in only in supple- 
mentary form. 

Much the same sort of point relating to the relationship between the sum- 
mary accounts and the supplementary tables was made by several other con- 
tributors. David Lusher, for instance, suggests that care should be exercised 
to avoid overloading the accounts with too much information; instead, addi- 
tional information should be supplied in supplementary special accounts 
oriented toward and coordinated with a central summary set of accounts. Once 
the idea of an integrated system of general and special accounts is accepted, he 
thinks that there would be more tolerance for different conceptual formula- 
tions, which in most cases are meant to serve different purposes. Morris Cope- 
land also emphasizes the need for a revised set of summary accounts which 
would provide financial information. His solution is closer to the United Na- 
tions standardized national accounts [3]. Unlike the deconsolidation of the 
saving and investment account suggested by Jaszi, which would provide infor- 
mation on changes in assets and liabilities by sector, the accounts recom- 
mended by Copeland require relatively little new empirical information. The 
change would make the present information more useful by organizing it better, 
but it has serious drawbacks for the future development of the accounts. In 
particular, Copeland’s atcounts would not provide the additional information 
required to take the next logical step in integrating the accounts, that of de- 
veloping balance sheets as an integral part of the national accounts, as Ray- 
mond Goldsmith has suggested. 

Some of the shortcamings of the present form of the accounts were peinted 
out by Thomas Schelling. In particular, he suggests that a number of the 
tables in the present system are essentially reconciliation tables designed to 
show nothing more than that certain selections of items do balance. Such tables 
often result in rather uninteresting ciassifications. He says, for example, that 
in an informal poll he has yet to find a single person who could think of any 
possible interest in the breakdown of figures in the present rest-of-the-world 
account. Much the same criticism can also be leveled at the saving and invest- 
ment account in its present form. 
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The National Accounts Review Committee’ made considerable use of the 
material on the design of accounts in the mimeographed preliminary version of 
this volume. On the basis of this and other materials, the Committee recom- 
mended that a conceptually integrated system of national economic accounts, 
covering flow-of-funds accounts, input-output tables, balance-of-payments 
accounts, and national balance sheets, should be developed. The five-account 
system advocated by Jaszi for the income and product core of the system was 
endorsed. Schelling’s suggestions relating to the redesign of the internal classi- 
fications in the accounts to provide more meaningful data, including especially 
the matter of showing the rest-of-the-world account in gross form, were also 
Vtaken into account. The integration of both flow-of-funds data and national 
balance sheets into the accounting system, as suggested by Copeland and 
Goldsmith, was also recommended, but in addition the committee proposed 
to integrate the industrial breakdown and input-output data as component 
parts of the system. The form adopted followed Lusher’s suggestion that the 
summary accounts be kept simple and supplementary information shown as 
deconsolidations of the information provided in the summary accounts. 

At the present time the desirability of working toward integrated national 
economic accounts is widely recognized. Both the Department of Commerce 
and the Board of Governors of the Federal Reserve System are concerning 
themselves with different. aspects of this problem. Governments in other 
countries are also pursuing the matter, and the United Nations is working on 
the development of integrated economic accounts that will fit with their 
standardized national income accounts. 


Factor Cost 


The familiar controversy concerning factor cost was covered in considerable 
detail. Jaszi, in his basic paper, gives a reasoned statement of the objective 
of factor-cost measurement and its limitations, and discusses in these terms the 
problems of government interest, taxes and subsidies, etc. In his appendix 
Jaszi comments on Kuhn’s criticism of the factor-cost concept and points 
out that the Department of Commerce has always considered the term factor- 
cost to be completely interchangeable with factor income or factor return. 

Raymond Bowman and Richard Easterlin, however, view the factor-cost 
problem differently. To them it is one of deriving a correct measure of the 
magnitude of the end-product aggregate and showing how this aggregate 
changes over time. They argue that one of the most important virtues of the 
national income statistics is that they are centered about a basic notion of the 
ofthe end product of the economy which can be reduced to a single measur- 
able total. This conceptual cornerstone of national income needs to be strong 
enough to support analyses which can range over different times and institu- 
tional arrangements and yet remain pertinent to the conditions of the moment. 


*This committee was set up by the National Bureau at the request of the Bureau of 
the Budget in 1956 to review the state of the national economic accounts of the United 
States. Their report was submitted to the Subcommittee on Economic Statistics of the 
Joint Economic Committee in 1957. It appears in the Hearings before this committee, 
October 1957, and was also reprinted by the National Bureau [2]. 
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With this as a point of departure, Bowman and Easterlin then examine criti- 
cally each element which goes into the aggregate. 

One may seriously question this Bowman-Easterlin approach to the build- 
ing of the national economic accounts. It is true that in the history of the 
evolution of national income accounting the initial focus was on certain ag- 
gregates designed to measure welfare. In their earliest forms the national 
income measurements were not based upon any concept of a network of inter- 
related accounts. Rather, it was recognized that the same aggregates could 
be built up by using different kinds of information to arrive at the same total, 
since transactions were reccrded from several points of view in the economic 
system. With the development of income analysis and the problems raised 
by the war mobilization of the 1940’s, nations became more interested in 
studying the network of income and product flows in the economy and their 
repercussions upon prices, output and employment. The simple aggregate of 
national income at factor cost was not very useful for this analysis, no matter 
how highly refined. Instead, sector accounts were developed showing the in- * 
come and expenditures of different parts of the economy and the interrelation 
of sectors to one another. The suggestion that national income accounts today . 
revert to a concern with aggregates, and that we attempt to concentrate our 
efforts on a more refined measurement of welfare, in my view, misses the 
significance of the developments over the last 15 years. Measurement of wel- 
fare is an interesting and useful exercise, but it is the sort of task which is 
more properly pursued as a special research project rather than something 
which can be turned out as current data through formalized collection pro- 
cedures. Finally, the impact of institutional factors such as increased eco- 
nomic security or restriction of individual freedom also has a bearing upon 
economic welfare; national income measurements which reflect the cost 
of such factors but do not adequately take into account the factors them- 
selves may be quite invalid as measures of welfare. In many of the contro- 
versies over measurement of national income at factor cost, discussion has 
centered upon matters which are at best refinements of concepts which them- 
selves are still very fuzzy indeed. It is as if a college registrar were to send 
around to the instructors a request that students’ grades be reported not 
merely in percentage points, but in four places instead of the usual two, so 
that his records could be more accurate. If accuracy is the objective in the 
measurement of welfare it might be better to spend any available additional 
resources on obtaining other kinds of additional information rather than on 
refining and reprocessing existing data. 


Evaluation of Intermediate Services 


The controversy over government duplication in many ways resembles the 
controversy over factor cost. For many people the question of government 
duplication in the national accounts is a matter of concern because it leads 
to an incorrect welfare measurement. Their argument is that much of what the 
government does results in intermediate rather than final product, so that the 
amount of final product produced in the economy is overstated. Jaszi points 
out that the same principle can be applied to the consumer; much of one’s 
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cost of living is taken up with costs of providing productive services rather 
than benefits in the form of pure consumption. It is true that if one’s object 
is to measure welfare, both the government duplication and the costs borne 
by consumers should be taken into account. This again, however, is the very 
fyzzy concept, which can only be quantified in terms of a subjective evalua- 
tion of what constitutes consumption and what constitutes intermediate goods. 
When an appropriation request comes before Congress, one can be sure that 
different Congressmen judge it on quite different grounds; and if these judg- 
ments were used as a basis for determining whether the appropriation was for 
an intermediate product or public consumption, the answer would be quite 
- different depending on which judgments were accepted. The problem of sepa- 
rating intermediate products from public consumption seems to me similar to 
the suggestion made by a government economist from one of the least de- 
veloped countries, who suggested that the total budget should be classified 
into two categories: inefficient and unnecessary expenditures, and efficient 
f and necessary expenditures. When he made this suggestion it did occur to me 
to ask why it should not be a fourfold classification, but he hastily assured 
me that it would be too difficult to make all four estimates with precision. 
Budd and Hagan go further and suggest that quite aside from the govern- 
_/fment duplication problem there is also a problem of omission: particular com- 
ponents which are now considered intermediate: products might well be 
brought into the final-product category. Specifically, they suggest that radio 
and television broadcasting be considered a final product and imputed much 
in the same manner as the product of financial intermediaries is now imputed. 
A similar suggestion also might be made with respect to research and develop- 
ment expenditures made by business, which do contribute substantially to 
economic growth even though they are written off as an intermediate expense.” 
Even aside from the objective of obtaining a valid measure of final output 
in welfare terms, there is considerable merit in the suggestion that such activi- 
ties as these be included in the estimates of the Department of Commerce. 
The addition of useful and meaningful information to the national accounts 
provides more information for analysis. Series on radio and television output 
and research and development expenditures would be extremely useful for 
many analytical problems. Although such information may be available out- 
side the national income accounting framework, it would gain considerably by 
being made an integral part of that framework so that it could be used in 
conjunction with other parts of the national income accounting data. Thus, 
for example, it would be interesting to explore the relationship of research and 
development expenditures to expenditures by producers on plant and equip- 
ment to see how these series vary during periods of recession and boom. Data 
on radio and television broadcasting output might be usefully related to such 
things as the output of theatres and the expenditures which consumers make 
on radio and television receivers. For these reasons I believe that the omission 


* Businesses also provide many consumption goods and services for their employees, 
such as recreation facilities, cafeteria meals at subsidized prices and experise allowances 
which provide for meals and entertainment. Many of these might correctly be considered 
consumption rather than intermediate business product. 
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of useful information from the national accounting framework is a far more 
important matter than the suggestion that certain information should be elimi- 
nated or that existing information should be reclassified for reasons based on 
particular subjective welfare assumptions. / ; 


Distributive Shares 


One of the major problems relating to data on distributive shares is that of 
determining how far to go in attempting to provide functional classifications. 
Edward Budd recognizes that as a practical matter the Department of Com- 
merce will not be able to go very far in providing actual estimates accord- 
ing to the functional nature of distributive shares. But he suggests kinds of 
information which could be provided that would do much to enable analysts 
to make their own estimates of distributive shares by functional categories. 
Budd also emphasizes the desirability of classifications of income shares on 
bases other than function. Institutional or legal distinctions are also very 
important for many purposes and these are certainly easier to approximate 
statistically. He also points out that for a great many problems the omission 
of capital gains and losses from the accounts is indeed unfortunate-Fhe rela- 
tive welfare of various classes or groups cannot be assessed realistically by con- 
sidering only gains accruing from production as measured by national income. 

One of the weakest components of the distributive shares data is entrepre- 
neurial income. Stanley Lebergott provides considerable insight into the em- 
pirical adequacy of the estimates of entrepreneurial income in his discussion. 
Despite the shakiness of the entrepreneurial income estimates, Lebergott feels 
that it would be hard to imagine any improvement from further manipulation 
of data; the limit has about been reached. He is, on the other hand, optimistic 
about possibilities for improvements in the basic data. He suggests, for in- 
stance, that improvement in corporate trade statistics might well be used to 
improve trade estimates for unincorporated enterprises. But the fact that 
Congress for three years in a row decided against the improvement of corpo- 
rate trade statistics has made him somewhat pessimistic about future develop- 
ments. 


Capital Formation 


The problem of estimating capital formation is touched upon in a number 
of the essays. Eric Schiff considers business plant and equipment and Budd 
and Hagan devote considerable attention to domestic capital formation as a 
component of final product. However, the problem of how broad the concept 
of capital should be is not really discussed, and this is a serious omission. It 
has already been suggested that expenditures on research and development 
might well be brought into a broader concept of capital. Another category 
which might usefully be included is expenditure on repairs and upkeep. Such 
expenditure does affect the condition.pf the capital stock, and it does vary 
from year to year according to business conditions. In good years when profits 
and taxes are high, businessmen will tend to spend considerable amounts on 
maintaining plant and equipment in order to reduce taxes and to show a 
smaller apparent profit. Conversely, when output and profits fall, businessmen/ 
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tend to postpone repairs and upkeep because they feel they cannot afford 
them. For pleasing stockholders, such compensatory behavior on the part of 
corporation officials may not be entirely irrational; and by not recognizing 

repairs and upkeep-as_a part of gross capital formation, the U.S. national 
accounts omit information which would be very useful in understanding the 
fluctuations in economic activity. 

The problem of the treatment of government capital formation raises issues 

’ that are quite different from those of research and development and repairs 
and maintenance. In the case of expenditures made by the government, the 
problem is one of classification: whether an item should be changed from 

Yeurrent government expenditure on goods and services to capital expenditure. 
Many of the problems which arise have already been mentioned in connection 
with the division of government expenditures on goods and services into inter- 
mediate and final products. If a government capital account were set up, there 
would undoubtedly be a tendency to classify government expenditures on 
items made of concrete, wood and steel as capital expenditures, and expendi- 
tures on services of all sorts as current expenditures. From the point of view 
of its influence on appropriations, such a procedure might be very harmful. 
There can be little doubt that additional expenditure on such things as educa- 
tion and public health may provide future benefits for the economy of even 
greater magnitude than equal expenditures on roads or buildings, and a re- 
striction of the concept of capital to physical rather than economic capital 

_might well be a disservice to intelligent policy planning. 

On the other hand, some additional government operations should perhaps 
be classified as government enterprises, so that plant or machinery used in 
these operations would be classified as producers’ plant and equipment. Thus 
it is reasonable that government buildings be considered capital just as private 
buildings built for government use and leased to the government are. Whether 
a building is built on a lease-back arrangement or directly by government 
funds should not make a difference in its treatment in the national accounts. 
Certain other forms of expenditures on construction and equipment, however, 
are less obviously producers’ capital goods. Thus highways, although durable 
and giving services in future periods, are more analogous to other free goods 
provided by the government such as education and health. 

All in_all, reclassification as capital expenditure of items which now appear 
as current expenditure is less-crucial, and in many cases would provide less 
meaningful data, than would inclusion of information which at present is 
omitted entirely from the accounts. It would be useful, of course, for the 
Department of Commerce to provide information that would permit the 
analyst himself to reclassify government expenditures according to whatever 
concept of capital he wants to employ for a particular problem. 


Deflation 
~Measurement of real product is one of the thorniest problems with which 
the national.accounts must deal. Approaching this problem, one can sympa- 
thize with the person who suggested that simplification of the law would be con- 
- siderably enhanced if there were introduced simply a single law making all 
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? crime illegal. How much simpler our deflation problem would be if we could 
reduce it purely to the problem of measuring how much prices change from 
one period to another. John Kendrick’s discussion provides a very clear pic- 
ture of how price deflation is applied generally by the Department of Com- 
merce. Kendrick indicates that since the Department of Commerce must de- 
pend on price indexes collected by other organizations, the validity of the 
5 deflators is conditioned in the first instance by the degree to which these 
5 indexes reflect average price movements over the country for the complex 
e of products and product families they are supposed to represent. The com- 
i] 


ponents of the Bureau of Labor Statistics consumer price and wholesale price 
indexes are the major source of Department of Commerce deflators. Kendrick 
a feels that these basic price indexes have been carefully constructed, particularly 
- in more recent years. > 
e Nevertheless, one can and should raise a serious question as to the applica- 

n bility of these price indexes for use as deflators in the national accounts. Gen- 

- erally speaking, prices are obtained for commodities of fixed specifications. In 

v fact, however, new items continually appear on the market and old items 

4 - change in quality. When improvements in quality cannot be measured or new 
- products appear which are more desirable than those they replace, price in- | _“ 
n { dexes, which must leave these factors out of account, will overstate prices in~ 

- the following period. In pricing consumer goods, the Bureau of Labor Statistics 


I does attempt to take into account those changes in the nature of the product 
that result in an upward change in price, but improvements in quality may 
S also occur at no increase in cost so that the consumer gets more value for 
n his money. In such cases, no adjustment is made in prices and the price ~~ 
S indexes do not reflect the quality improvements. Thus, for example, according 
e to the implicit price deflator in the national income statistics, the prices of 
T consumer durables rose by 15 per cent in the decade between 1947 and 1957. 
t Yet it is not entirely clear that this really was so. Suppose, for example, that 
3. an individual were given $1,000 to spend on consumer durables, together with 


i, mail order catalogs for 1947 and 1957, and told that he could order from 
e either catalog but not both, but that prices in the 1947 catalog were 15 per 


s cent cheaper. It is somewhat questionable whether everyone would prefer to 
buy from the 1947 catalog, because of the many things missing from it that 

ir were available in 1957. A choice of the 1957 catalog would seem to indicate 

S that $1,000 spent on consumer durable goods in 1957 would in fact give more 

is real utility than the similar money expenditure in 1947, despite the movement 

e of the nominal price index. 

e The measurement of consumer services is equally difficult. Generally speak-—, 


r ing, the compensation of the person performing the service is-taken as the \* 
indicator of price. Thus the cost of domestic servants, of haircuts, and of pro- 
fessional services all are generally measured by this criterion. It is obvious, 
however, that the quality of services may improve. Thus, for exa.nple, medical 


h service is better than it used to be, but this is not taken into account. Simi- 
A larly, quality changes in such services as housing and education cannot be 
1- measured. It is a serious error, as a moment’s reflection will indicate, to assume 


that if teachers do not improve, education as a product does not improve 
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over the years. We have only to ask ourselves whether we would be content to 
give children today exactly the same education as was given 50 years ago, 
using the same books and the same fund of knowledge. Education, like other 
products, is a combination of factors of production, and should not be assessed 
only in terms of an intuitive judgment about the contribution of any one of 
these factors of production. 

. Nor are consumers’ goods and services the only area that presents pricing 


_ problems. For producers’ durable goods, it is wel! recognized that equipment 
produced today is far more productive than that produced even five years ago, 


but such increases in efficiency are extremely difficult to take into account in 
price indexes. In terms of the ability of capital goods to yield productive serv- 
ices, there can be little doubt that the increase from year to year is substan- 
tial. But price indexes of producers’ durable equipment generally reflect 
changes in costs of production, rather than changes in the performance of the 
equipment itself. Residential and commercial construction also pose problems. 
Again, price indexes are constructed by determining what a structure of stand- 
ard specifications would cost. Improvements in design and cost-reducing 
changes in specifications are not taken into account in the price comparison, 
so that the price index tends to have an upward bias. 

Finally, the pricing of goods and services purchased by government is very 
difficult. For military equipment, it is often impossible to determine what 
happens to prices when design changes radically. For the services of govern- 
ment employees, like services in general, it is assumed that there is no change 
in efficiency or output per man, so that all increases in salary are, in effect, 
increases in the price of government gross product. By this measure, the price 
of government services as measured by the pay of government employees has 
risen by an average of over 4 per cent a year since 1946. There is good reason 
to believe, however, that the productivity of government workers has increased 
substantially in this period. For one thing, the introduction of data handling 
machines and computers speeds up the operations of many stages of govern- 
ment work. Statistics in the government are now in large part handled me- 
chanically rather than by clerks. The mechanization which is so characteristic 
of current developments elsewhere is also occurring in government. 

There is thus an upward bias in the price indexes for almost every category 
of expenditure. For commodities it exists because quality changes and the 
introduction of new products cannot be integrated adequately into the price 
data. For services it exists because by and large the value of services is as- 
sumed not to increase, although there is strong evidence that it does. I do not 
mean to suggest that economists in general or the Department of Commerce 
in particular have not done their homework in so far as deflation is concerned. 
Nevertheless we all may be guilty of placing too much reliance on what is at 
best a very imperfect measurement. 

' These characteristics of price indexes become very important in circum- 
stances where those concerned with economic policy take these indexes too 
seriously. A tight money policy may go into effect at the quiver of a decimal 
point, so that because of our statistical inadequacies we may condemn a nation 
to a rate of growth which is lower that it could otherwise achieve. In many 
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ways it is unfortunate that this conference did not concern itself with the _ 
policy implications of using the existing national accounts framework, rather 
than with matters of greater academic refinement such as factor cost and 
duplication in government services. There can be little doubt that policy- 
makers concerned with insuring economic stability must rely heavily upon in- 
formation derived from national accounts. And national accountants in turn 
bear a moral responsibility for laying bare the frailties as well as the potential 
usefulness of their information. 


REFERENCES 


1. A Critique of the United States Income and Product Accounts. Nat. Bur. 
Econ. Research, Studies in Income and Wealth Vol. 22. Princeton 1958. 
Pp. x, 589. $11.50. 

2. The National Economic Accounts of the United States. Nat. Bur. Econ. 
Research, Gen. Ser. No. 64. New York 1958. 

3. A System of National Accounts and Supporting Tables. U.N. pub. 1952. 
xvii, 4. New York 1953. 

The following references are Supplements to the Survey of Current Business, 
monthly publication of the Office of Business Economics, U. S. Department of 
Commerce. 

4. Income Distribution in the United States by Size, 1944-50. Washington 

1953. 

. Income of Hawaii. Washington 1951. 

. National Income. Washington 1951. 

. Washington 1954. 

. National Income and Product Statistics of the United States, 1929-46. Wash- 

ington, July 1947. 
9. Regional Trends in the United States Economy. Washington 1951. 


to 
30, 
ler 
ed 
of 
ng 
nt 
30, 
in 
n- 
ct 
he 
1S. 
d- 
ng 
n, 
ry | 
at 
ge 
+t, 
ce 
as 
od 
1g 
n- 
e- 
ic 
ry 
re |} 
ce 
S- 
ot 
d. 
at 
0 
al | 
n 
y 


THE ECONOMIC EVALUATION OF FEDERAL 
WATER RESOURCE DEVELOPMENT 


A Review Article 


By Jutius Marco.is* 


“. .. previous to any law being made to raise a tax, the purpose for which 
it is to be raised ought to appear evident to the legislature to be of more 
service to the community than the money would be if not collected” 
(Constitution of Vermont, Chapter 1, Article 9). 


In the same spirit as the Vermont constitution, the federal Flood Control 
Act of 1936 adopted a welfare-economic criterion for public services by stating 
that the federal government should sponsor flood control projects “. . . if 
the benefits to whomsoever they may accrue are in excess of the estimated 
costs. . . .” Through practice or legislation this economic-feasibility criterion 
has been extended to almost all water projects. The appropriate concepts and 
measurements for the benefits and costs have been the subject of Congressional 
and administrative discussions for many years. Though the debate about the 
benefit-cost ratios has centered around federal water resources, their use has 
been adopted by other governments and in the case of other public services 
such as highways, sanitation, etc. Undoubtedly the popularity of benefit-cost 
ratios will increase as governments grow in size with a consequent desire to 
increase their efficiency. 

The objective of the three volumes under review’ is to suggest procedures 
by which to evaluate the efficiency of water resources development projects. 
They do not restrict themselves to the modest test suggested by the Vermont 
constitution or to the legislative restriction which requires that the benefit-cost 
ratios computed by the agencies should be at least one for the project to 
qualify as economically feasible. Rather, the objective is to analyze projects 
so that the chosen set of projects will maximize national welfare—a far more 
ambitious task. Though this objective clearly exceeds legislative requirements, 
it does not violate the analytical tradition which has developed around these 
ratios. Differences among the ratios for projects have been used as arguments 


*The author is associate professor of business administration at the University of 
California, Berkeley. He is indebted to H. P. Minsky and R. Radner for discussions of 
the issues under review. 
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to establish priorities among acceptable projects. In the agencies and in Con- 
gress it is assumed that it is best for the national welfare to choose the set of 
projects with the highest benefit-cost ratios, when other differences are un- 
important, 

The volumes are a significant contribution to the neglected field of applied ” 
welfare economics. They explicitly accept the conceptual developments in 
theoretical welfare economics, and then in a creative manner examine the pos- 
sibilities of application to actual public projects. This review is critical of 
some of their suggested treatments, but these criticisms should not be taken 
to reflect on the quality of the work, which recommends the volumes to any- 
one interested in welfare economics, public finance or resource development. 
The application of welfare concepts to a public service is pioneering work and 
there are many unresolved issues. 

Though all three volumes are principally concerned with the efficiency © 
analysis of water resources development, their structure and emphasis differ. 
Eckstein and Krutilla-Eckstein present a capsule model of the perfectly com- 
petitive economy to establish the role of efficiency criteria, the welfare implica- 
tions of prices, and the need for government actions. Although McKean makes 
the same points, his framework of efficiency analysis is to pose directly the - 
problem of a government trying to improve its decisions. Though both ap- 
proaches converge on the same issues, the introductory chapters complement 
each other in stressing the different levels of approach. 

McKean’s emphasis is on the conceptual problems of criteria, and the evalu- 
ation of benefits and costs. The problems are treated first in a general way 
with illustrations for firms and the military, and then are gone over again with 
specific applications to public water resources development. The treatment 
is very careful and precise though not formal. The general analysis is then 
further explained with references to two cases studies. A final part, appended 
to the study deals with the more general questions of performance budgeting 
by the government and a survey of possible opportunities for efficiency analy- 
sis in all sectors of the federal government. Beyond the value of the book 
for water resources analysis his discussion of the problems of best decisions is 
outstanding. Its sophisticated treatment of the necessity of doing the second- 
best and its attendant pitfalls will be of value to any decision-maker. 

Eckstein is less elaborate in his direct discussion of conceptual and meas- 
urement problems. Much of his most interesting material is contained in four 
chapters dealing respectively with the functions of the multifunction water 
projects: flood control, navigation, irrigation, electric power. Each of the 
chapters summarizes current procedures in regard to economic and financial ; 
analysis, evaluates them and proposes improvements. 

Krutilla-Eckstein complement the above volumes in the following respects. 
There is a more elaborate statement of the problem of interdependencies and 
indivisibilities. A lengthy digression on federal financing attempts to estimate 
the social cost of capital raised by federal taxation. Most important is the 
different orientation of the volume. Whereas the other volumes ignore organi- 
zational structure, it is a central problem in Krutilla-Eckstein. Problems of 
partnership or purely private development are examined so that we may gain 
a somewhat clearer understanding of why government operates in this area. 
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Goal and Measurement 


Valuation in economics is measured in terms of the results of behavior. 
There is no theory which enables us to estimate directly the value of goods, 
yet this is what we are asked to do in the case of the product of government. 
The only market that exists for most government products is a political proc- 
ess. Can we measure the value of the government product in terms of the 
results of the behavior of government? Can we infer from the behavior of 
government the preferences of individuals? An analysis along this line would 
be symmetrical to the treatment of the measurement of value in the private 
sector. Instead the authors, like the government agencies, have sought to esti- 
mate directly the value of the government product by asking what is the price 
individuals would pay if there were a market. Since the products which could 
be sold are either distributed free or priced at cost or below, a difficult imputa- 
tion problem exists. 

In addition to these products to which monetary values can be assigned, 
there is a set of products which enter into the individual valuations but for 
which no market price is available. These are referred to as intangible benefits. 
All three authors concentrate heavily on the tangible benefits; and though they 
recognize the reality of the intangibles, they have very little to say about them. 
The intangibles are poorly named. They are not elusive, just difficult to add 
into a sum along with bushels of corn and gallons of water. Intangibles in- 
clude items like lives saved in floods, municipal decentralization, regional 
growth, and recreational use. The benefit-cost ratios concern only tangibles. 
Intangibles are discussed in supplementary documents. It is up to the Congress 
or the Budget Bureau to search their collective or their constituents’ utility 
functions to decide among projects with different combinations of tangible and 
intangible benefits and costs. 

There are four classes of tangible benefits. Their definition is relatively 
clear but their measurement remains poor. (1) Irrigation benefits are valued 
at the increase in farm income which could be attributed to the water. Over 
the years the benefits have been greatly overestimated. This is illustrated by 
the fact that the estimated benefits usually exceed the prices the farmers are 
asked to pay for the water and yet most irrigation projects have been unable 
to maintain their very low schedule of payments. (2) Flood control benefits 
are the mathematically expected losses averted because of the project. Eckstein 
cites a case of a small agricultural area where the Department of Agriculture 
and the Corps of Engineers estimated flood control benefits. Using essentially 
the same concepts of benefits and costs the Corps estimated $6,000 per year 
while the Soil Conservation Service estimated $38,000. (3) The navigation 
benefits are the differences between the costs of shipping by water and those 
by the cheapest alternative. Eckstein points out that the cheapest alternative 
is usually rail and its costs are estimated at the rates charged rather than by 
marginal costs. If marginal costs were considered, benefits would be reduced 
by 15 to 40 per cent. (4) Power benefits are the costs of generation of equiva- 
lent power by a private steam power plant. This is overinflated by including in 
the private alternative the costs of taxes, higher interest rates, and by not 


‘ allowing for the productivity gains in the new steam plant which would 
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replace the present one in 30 years, while the old hydro system would remain. 
All of the tangible benefits are summed to provide a single number, the nu- 
merator of the benefit-cost ratio. 

The use of the costs of the cheapest alternative as a benefit can especially 
overstate benefits when it is assumed that the lowered costs, because of the 
public investment, would lead to an increase in activity. If men were inhibited 
from shipping because of the high rail rates, or if they did not locate in an 
area because of the high power rates, then the price of the cheapest alterna- 
tive is more than they would in fact pay; and therefore the difference between 
the cost of the cheapest alternative and the cost of using a public project is 
greater than the savings actually realized by the private users of the water- 
ways or public power of the project. Thus, the tangible benefits are far from 
certain. There have been steady improvements in the concepts of benefits and 
costs but these have not overcome the difficulties of measurement and espe- 
cially the projection of the estimates into the future. 

In general, the intangible benefits are of a different order. It is not simply 
the difficulty of finding market evaluations, such as in the case of recreation 
benefits. Most of the intangible benefits are concerned with social evaluation 
of such matters as conservation, the family-sized farm, mobility of resources, 
effect upon degree and type of competition, implications for public health, 
income redistribution, or balanced regional development. It is possible that by 
exercising ingenuity monetary values which may make them comparable to 
the tangible benefits can be found, but as yet no guides have been developed 
for this research. Until that time, the proposals of the authors to quantify the 
intangibles as much as possible and present them in supplementary documents 
may be all that is possible. A danger in this procedure is evident in all three 
volumes: the intangibles are recognized but barely analyzed. Therefore the 
significance of the tangible benefits will be weighted at the expense of the 
intangibles. 


The Alternatives 


Success in achieving the goals is partially based upon the range of alterna- 
tives available. An optimizing rule for actions is one which maximizes out- 
comes subject to constraints. The alternatives are the variables of the analysis. 
In normative analysis the division between givens and variables which are 
subject to policy control is a hazardous task. Not only are we confronted by 
the analytical problem of identifying those events which are invariant to the 
choice made, but we must ask whether it is desirable to accept the givens as 
invariant. Possibly a wider range of choices should be considered. Even prices 
in the private sector need not be accepted as givens since the government may 
reject the private evaluations and conditions of supply which give rise to the 
prices. 

But the government does not constantly consider all alternatives. It lacks a 
well-articulated preference function and an ability to consider all aspects of 
the economy. The government partitions its decision-making sectors into non- 
comparable groups. It is true that a choice among possible combinations of 
these sectors is implicit in the drafting of a budget and of regulatory legisla- 
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tion, but the economist calls these decisions political and therefore beyond the 
scope of economic analysis. But the economist within limits is able to make a 
contribution. Though we may not expect him to be able to show how the na- 
tional welfare increases by substituting at the margin units of missiles, dams, 
schools or by changing existing regulations, there is sufficient comparability 
of consequences so that it is sensible, in considering one program, to analyze 
the possible alternative gains from substituting another program. If dams are 
to be used for irrigation should we consider as alternatives: credit for farmers, 
imports, drainage of swamps, crop research? Or should these be assumed to be 
given? The partitioning of government decision-making between bureaus with 
specific functions frequently results in a neglect of goals more general than 
those of an agency or of alternative programs to achieve a given goal. The 
government evaluators and the three authors restrict their alternatives to 
water resources development projects. This is a reasonable perspective for the 
agencies but it might lead to gross inefficiency from a larger perspective. Mc- 
Kean is very sensitive to this problem and he offers many warnings to alert his 
readers against the necessary dangers of suboptimization i.e., problems must 
be partitioned to be manageable but partial analysis will introduce errors. 

The assumptions about the givens concerning the rest of the economy are 
particularly hazardous. They are most likely to be made casually and they 
may seriously affect the analysis. Eckstein explicitly and the others implicitly 
assume that the allocation of resources and the structure of prices which rule 
in the economy are approximately close to those which would result if the 
economy were perfectly competitive, so that all welfare implications associated 
with a perfectly competitive economy would also apply to the actual economy. 
This assumption has the analytical convenience of permitting the researcher 
to use market prices to value the inputs and outputs of projects, but the as- 
sumption has a dubious basis. Agricultural benefits are very seriously affected 
by price-support and tariff policies. Navigation benefits must be compared 
with regulated prices in transportation. Power rates are regulated. Eckstein, 
in violation of his general statement about prices but in admirable recognition 
of reality, assigns a marginal cost price to railroads in assessing navigation 
benefits of improved waterways. 

More disturbing in the analyses is the lack of attention paid to alternative 
programs by which the same goal might be achieved. This is, in turn, sympto- 
matic of an even more general problem which is ignored. The volumes restrict 
themselves to projects and to procedures by which to evaluate projects which 
have already been proposed. To select the best from a known and restricted 
set of alternatives is far from maximizing. What are the procedures by which 
alternatives become known? Is there a best way to search out the alternatives? 
In the perfectly competitive economy we assume that competition and the 
drive to maximize will generate all the best alternatives. Though this question- 
able hypothesis has never been tested, we do not even have a reasonable de- 
scription of the process of search in the public sector which would permit judg- 
ments about its efficiency. The process by which alternatives are discovered 
and considered may be a major constraint on the possibility of maximizing a 


set of goals. 


MARGOLIS: WATER RESOURCE DEVELOPMENT 101 


Time: Uncertainty, Income Streams, Constraints and Criteria 


Of the many issues in the economic evaluation of water projects one of the 
most perplexing, most discussed and least clarified are the problems associated 
with time. The treatments of time proposed by the government and the three 
authors are quite divergent. The differences among them are indicative of the 
immaturity of the state of economic science when dealing with time. Despite 
their common analytic traditions and the advantages of reading early drafts 
of the manuscripts of each other, reconciliations in regard to investment cri- 
teria and the handling of uncertainty were not made. This is not to the dis- 
credit of the authors as similar differences persist in capital theory when ana- 
lyzing private investment, where the goals of and the constraints on action by 
a firm are more clear. 

Whatever decision is made about the beneficial consequences which should 
be attributed to the goal, the benefits must be aggregated over a great many 
years. If the benefits in different years are not equivalent, and everyone as- 
sumes they are not, then weights must be assigned so as to permit addition 
and comparison, i.e., there is involved the selection of a discount rate for pairs 
of years. To select the discount rate the identification of the characteristics 
of the goal over time is not enough, as imperfections in the capital market 
create constraints on the actions of both government agencies and private 
parties. The nature of the constraints must be analyzed since the investment 
criterion will be the maximization of the goal subject to the constraints. In 
addition to the specification of the constraints there are the ancillary problems 
of uncertainty and the planning horizon. Should uncertainty enter into the 
specification of the goal, i.e., are two expected values with different variances 
to be differently valued; or should it enter into the criteria, i.e., should a rule 
be used which gives greater weight to more certain consequences; or should 
it be avoided by arbitrary and often hidden assumptions? 


Uncertainty 

In the sphere of private decision-making “nonoptimal” criteria such as pay- 
out periods have been used for the choice of investments. Use of these criteria 
would be inefficient if the entrepreneurs had full knowledge, but they are 
resorted to because they give greater weight to more certain consequences. 
Neither the government nor the authors alter the investment criteria because 
of uncertainty. Only McKean recognizes that appraisal of the goal should 
include consideration of uncertainty. 

Eckstein distinguishes between uncertainty related and unrelated to time. 
If unrelated to time, as in hydrological problems, he defends safety allowances 
on the cost side. He would add a risk premium of % to 1 per cent to the 
interest rate to allow for uncertainty which is a function of time, e.g., tech- 
nological changes, demand changes, etc. Like the government agencies, he 
would present to Congress only the expected values. This is a mild adjustment 
for projects with an expected life of well over 50 years. He justifies this low 
risk premium which is uniform for all projects by treating the government as 
a firm, projects as one of its investments, and then asks what risk the govern- 
ment program as a whole incurs because of the one project. This argument 
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results in an adjustment for uncertainty in the correct direction, the reduction 
in present value increasing with the life of the project, but it misses the major 
problem. The government agencies and Congress must choose among projects 
and this choice should be affected not only by the expected values but also by 
the probabilities of a range of benefits and costs. Uniform risk premiums hide 
the diversity in projects which range from watershed treatment with uncertain 
hydrology and product demand, to urban water supply where the engineering 
techniques and markets are far better known. 

McKean places the evaluation of uncertainty in the same category as in- 
tangibles. He believes that it is desirable to reduce uncertainty, but that not 
enough is known about the probabilities of the range of outcomes or the utili- 
ties of different ranges for the analyst to develop a certainty equivalent. He 
suggests a supplementary table which would, in fact, sum the uncertainties 
of the parts of the analysis into one grand statement giving the subjective 
probabilities of the range of outcomes. It would be left to Congress to evaluate 
the risks. This explicit treatment of uncertainty is preferable to the sole pres- 
entation of expected values or to a uniform adjustment for all projects. But 
it does not relieve the analyst of the burden of further exploring the possibili- 
ties of assessing the value of differences in uncertainty. 


The Goal—Maximum Present Value 


Both McKean and Eckstein agree on the statement of the goal to be used 
in selecting projects—to choose a set of projects which would give the maxi- 
mum present value to the nation. Though there is agreement about the broadly 
defined goal there is marked divergency in their statements of the more specific 
goal and investment criteria. 

The projects give rise to a stream of benefits and costs in the future, To 
choose among the time streams, they must be compared. Since the time streams 
do not have the same shape they must be adjusted to makes them comparable. 
The most common transformation is the present value of the benefits less 
the present value of the costs. The problem of analysis becomes the selection 
of the appropiate rate at which to discount the future benefits and costs. All 
of the studies assume that a single rate (properly compounded) can be used 
to evaluate the present value of any future amount. This however is a simplifi- 
cation for convenience of mathematical computation which might suppress im- 
portant information about the time streams. Frequently the choice among time 
streams is the choice between streams which have different incomes in a future 
year ¢t and year ¢ + 1. In order to reduce the incomes of any such pair of years 
to their present values (as part of the present value of the total stream) we 
require the rate of substitution of a dollar in year ¢ to a dollar in year ¢ + 1. 
The discount rate appropriate to this transformation need not be the same as 
the one necessary for any other pair of years. Though no general remarks are 
possible about how to find the discount rates appropriate for the many pairs of 
future years we should be cautious about a procedure which neglects this prob- 
lem. 

Essentially Eckstein proposes as a discount rate, the rate at which the 
taxpayers privately value the funds which they provide, through taxation, to 
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finance the project. He calls this rate the social cost of federal capital and he 
estimates it at 5 to 6 per cent. He defends this use of a private rate by urging 
that the agencies should accept the ethical judgment that consumers’ sover- 
eignty with regard to intertemporal choice should dominate. Therefore, a 
private rate of interest should be used in determining the choice of projects 
and the size of public investments. 

Eckstein and Krutilla-Eckstein both recognize that in the political process 
the future is not valued solely in terms of the preferences of the current popu- 
lation: the beneficiaries should be future generations as well as the current 
one. But they use the time preferences of the current generation of taxpayers 
as the basis for the choice of a discount rate. Actually there is no basis other 
than an arbitrary one upon which to select the particular generation or gen- 
erations whose preferences should be regarded. If, for example, we should 
select a later generation their preferences might be to keep the current genera- 
tion at a minimum consumption level. 

Though the economist cannot decide which generation’s welfare should be 
maximized and therefore he cannot “scientifically” choose a discount rate, 
he can be helpful in the selection of an appropriate social rate of time prefer- 
ence. It may be possible, although it is unlikely, that the economist can dis- 
cover the social rate of preference implicit in Congressional behavior. Con- 
gressional attitudes towards the future are not the same in the cases of moon- 
rockets, cancer research, school construction or flood control. But in the spe- 
cific area of water resources the economist can carry through the analysis at 
several rates, one of which would be Eckstein’s social cost of federal capital, 
and he can then inform the Congress of the time implications of the different 
rates.? 

McKean’s formulation is quite different. He defines a goal which is not in- 
dependent of the constraints. Rather than valuing income streams in terms of 
preferences among pairs of future years, he states that the maximum present 
value is given by that income stream which provides the maximum growth of 
asset values through the period. In the context of his constraints (which we 
will discuss in the next section) this goal is meaningful, but it is difficult to 
believe that the maximum investment in water works can be the acceptable 
goal of a public program. He recognizes that the utility of an income stream is 
more than the stock of investment it could generate, by proposing that a sup- 
plementary table should show the full stream of income over time, but this 
table will not help in making the comparison of projects without further 
analysis. 


The Constraints and the Investment Criteria 


Investment criteria are rules for the agencies to follow in order to maximize 
the goals, subject to constraints. The constraints are the institutional environ- 
ment which limits the choices they can make. I have discussed the problems of 


?In the Krutilla-Eckstein study of the Hells Canyon case the government’s high dam 
has a higher benefit-cost ratio than the Idaho Power Company’s three-low-dam proposal 
when an interest rate of .025 is used. When they use an interest rate of .055, the social 
cost of federal taxes, the three low dams are judged more efficient. 


— 
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constraints earlier in the section on alternatives, but some of the points deserve 
amplification. McKean and Eckstein assume different constraints, and coupled 
with their different formulation of the goal, it is not surprising that their in- 
vestment criteria are at variance. 

McKean states that there is no single criterion which can put into proper 
perspective all the problems associated with different time paths. He suggests 
supplementary tables to show uncertainty and time paths. His discussion is 
a model of candid exploration of assumptions and alternative proposals which 
will assist the government analyst. My statement of his position overstates its 
firmness. He advocates as the most significant partial test, which he refers to 
as the “right” criterion, “the maximization of present worth for a given invest- 
ment budget when the streams are discounted at the marginal internal rate of 
return” (p. 117). This proposal is directed towards selecting the set of best 
projects given a budget limit. However, Congress usually deliberates on the 
individual projects, not the set. Therefore, an index of worthwhileness, a rank 
of preference, must be assigned to a project. If this is needed, McKean sug- 
gests that the projects be ranked by the internal rate of return. 

Before we proceed with an evaluation of his proposal, the constraints should 
be stated, since it is the constraints and the inferred goal which would make 
his treatment unacceptable. He assumes that there is a constant budget limit 
for the current and all foreseeable years; that all the tangible benefits of the 
projects revert to the government agencies in revenues; and that all of the 
constant budget and the benefits-revenues are reinvested in further water 
projects by the agencies. In addition, he must assume that each year similar 
new investment possibilities for the government are developed to replace those 
which will have been undertaken. 

Under the above conditions, it is better to select the alternative with the 
highest present value when the streams are discounted at the marginal internal 
rdte of return.’ But this choice is based on a judgment which is restricted to 


* The internal rate of return as a ranking device has a clear intuitive appeal but it can 
lead to gross errors unless it is supplemented by many complicated side calculations. The 
necessary process outlined by McKean robs the process of its simplicity. A simple ranking 
would be incorrect where there existed mutually exclusive projects or where there were 
different designs for a single project. 

Consider two alternative designs for a project which lasts for only two years in either 
case. Each has the same investment cost of 100 and no operating costs. The first creates 
benefits of 200 in year 1 and O in year 2, while the time stream for the second is 0, 256. 
There are several projects of lesser productivity and the marginal project has an internal 
rate of return of .25. The first of the alternative designs has an internal rate of return 
of 1.00 while the internal rate of return of the second is .60. It would be incorrect to 
choose the first if the assumption is made that all the benefits are reinvested in the marginal 
project. If this is done the value of the benefits of the first alternative plus the benefits of 
the marginal project is 250, while for the second alternative it is 256. Therefore, among 
mutually exclusive projects there must be side calculations to test for the best one to be 
put into the rankings. 

Complexities are compounded by the difficulties of finding the marginal project. If the 
mutually exclusive projects in the above illustration had been of considerable difference 
in size, the use of the larger alternative would have meant that the marginal project would 
be higher on the list of projects, and therefore, with a higher internal rate of return. 
Furthermore, the marginal project itself would usually be one of a set of mutually ex- 
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the value of capital goods at the end of a period, which is only one of the 
attributes of a stream of income. The sole attention to a final period derives 
from the constraints on behavior, which leave no alternative to society but to 
consider only final asset values. In general, an investment option which 
achieves the highest asset value, if all the income it generates is reinvested, 
will not generate the preferred stream of consumption and income. Not only is 
the goal—the highest value of assets—questionable, but it is unlikely to be 
achieved since it is dubious that the benefits would be reinvested, and if rein- 
vested that they would be reinvested in the marginal projects. 

The assumption that the benefits are reinvested is unwarranted. The bene- 
fits are not available to the government for investment.* The benefits are in- 
comes received by irrigation farmers, inhabitants of flood protected cities, etc., 
who will invest or consume the benefits. The investment option of the govern- 
ment is not available to the private recipients, and the rate of return on the 
private use of the income may be greatly different from the government’s. If 
a social rate is rejected for discounting purposes it might be more legitimate 
to discount the time stream of income at the interest cost, or the internal rate 
of return of the recipients of the benefits. However, none of the studies has 
considered this possibility. 

If we assume, as McKean does, a constant marginal internal rate of return 
over time, then we must assume that next year there will be a set of better 
than marginal projects which are approximately as large as this year’s set, with 
a comparable budget constraint. This is not unreasonable since knowledge and 
general economic growth will shift the investment schedule upwards. The 
existence of more worth-while projects in later years, coupled with the assump- 
tions of a comparable budget constraint, makes it important to consider the 
future constraints explicitly. 

Given a constant budget limitation, an investment schedule which shifts 
with time so that each year similarly worth-while alternatives are available, 
and benefits which do not result in funds for the agency, then the choice of 
projects should be affected by the levels of future operating costs. The greater 
the future operating costs, the less funds will be available for later investments, 
and therefore the larger will be the number of future projects not adopted 


clusive designs all of which might have different rates of return. By iterative processes, these 
problems can be solved but the rule does lead to highly complex procedures. Though the 
complications may make the procedures less appealing, they are necessary if a rule which 
is developed for the selection of a set is to be converted to a ranking device. 

*It is a fact that the bulk of water resources projects do not have any reimbursement 
features, that when there is reimbursement the rate of reimbursement is based upon costs 
rather than benefits, so that the net benefits remain with private parties, and the repay- 
ments accrue to the Treasury, not the agencies. McKean recognizes that the assumption 
of benefits becoming agency revenues is not descriptive of reality, but he justifies it on 
the ground that the proper perspective should be an “over-all or national water-resources 
budget. The costs to be covered by such a budget are outgoes in excess of benefits, i.e., 
receipts to the nation, in any period. These excesses turn out in most cases to be mainly 
the initial construction costs” (p. 115). A shift to this national viewpoint does not change 
the fact that the benefits do not reduce the necessity for the operating costs to be met out 
of annual appropriations from Congress, and that the benefits are reinvested and con- 
sumed by the beneficiaries according to whatever preferences and opportunities they have. 
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even though they are better than currently marginal projects. McKean avoids 
this complication by assuming that the benefits provide funds which cover 
operating costs (and therefore the level of operating costs is not relevant), and 
that only current investment funds are rationed. 

However, if the assumption that benefits remain in the hands of private 
parties is adopted then the level of future operating costs limits the number of 
new projects as effectively as does the fixed appropriation. In that case, we 
must be concerned with selecting the set of projects which gives the greatest 
present value for a stream of total costs rather than for the initial investment. 
Under these conditions the ratio of the annual benefit to annual total federal 
cost becomes the basis of choice of project if we want to maximize the present 
value of the appropriation stream. Given an interest rate and a level of 
appropriations which is constant over time then the variable which character- 
izes the set of projects which can be chosen is the ratio of operating to capital 
costs. If we order the sets of projects (where each scale of project is treated as 
a separate project) by ratios of operating cost to capital then we would keep 
varying the set until the marginal benefits are equal to the benefit-cost ratio. 
This benefit-cost ratio could be used as a cut-off ratio in deciding on the scale 
of projects (the increment should be at least equal to the cut-off benefit-cost 
ratio) and on the evaluation of projects (the benefit-cost ratio of the project 
should be at least equal to the cut-off ratio) .* 

The choice between a benefit-cost ratio and an internal rate of return cri- 
terion greatly affects rankings since there are extreme variations in ratios of 
operating cost to capital among projects. McKean’s two case-study illustra- 
tions have similar benefit-cost ratios while one of them has an internal rate of 
return of .55 and the other .06. 

The investment rule proposed by Eckstein is to rank projects by their ratios 
of annual net benefits to annual total federal costs. His argument in defense of 
the use of benefit-cost ratios is similar to the above. But there are aspects of 
his argument which affect the practical use of the ratios as criteria. He assumes 
that benefits are retained by private parties, the appropriations to the agency 
are limited for this and later years, and the rate of return on a project should 
be at least as great as the private opportunity cost of tax-raised federal funds. 
In addition, he asserts that “an interest rate of 5 or 6 per cent in benefit-cost 
analysis would preclude the justification of most projects. ... Under a high 
interest rate the federal government would reduce its efforts in the resource 
field” (p. 99). This final assumption weakens his argument for the use of a 
benefit-cost ratio. If the existing appropriations are more than enough to 
initiate worth-while projects, then there does not exist capital rationing. One 
might argue that there will exist capital rationing in the future if operating 
costs continue to mount so that worth-while projects cannot be undertaken 
because of an appropriation limit. But operating and maintenance expendi- 
tures are about one-fifth of new construction expenditures, and therefore they 
are unlikely to be an inhibiting factor on new investment in the near future. 
If capital rationing is nonexistent, then ranking by a benefit-cost ratio is un- 
necessary. The government only needs to adopt the rule to undertake every 


* An illustrative simple model is presented in the Appendix. 
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investment in water resources where the present value of the benefits less the 
present value of costs, all discounted at the social cost of federal taxation, 
is greater than zero. 

Eckstein does not directly propose to use the social cost of federal taxation 
as the interest rate. Instead he suggests the use of a lower social rate of time 
preference, 0.25. But to determine the scale of a project, which is the same as 
the choice among mutually exclusive projects, he proposes adding increments 
as long as the benefit-cost ratio of the increment is greater than the benefit- 
cost ratio of the marginal project when the marginal project has an internal 
rate of return equal to the social cost of federal taxation. Since the interest- 
cost part of federal costs is based on a .025 rate, the marginal benefit-cost 
ratio will be greater than one.® Eckstein believes that this is a compromise 
between the desirable social goal of fostering long-lived projects and that of 
preventing the waste of capital. But since a choice between more or less dura- 
bility involves increments of durability which must satisfy a benefit-cost ratio 
yielding a return of 5 to 6 per cent, it is a private interest rate which will 
control this decision. 

His argument in defense of the use of a social rate of time preference when 
the budget limit is effective is just as valid when the limit is ineffective. He 
does not justify this specific social rate. Probably there is no single acceptable 
rate. Government decision-making is partitioned and different rates will be 
found acceptable for different programs. 

Clearly the treatment of time has not been resolved by these studies. Mc- 
Kean, in practice, uses several discount rates in lieu of a known marginal 
internal rate of return, but the indifference to future operating costs weakens 
his criterion. Eckstein’s rule for the selection of an interest rate would weaken, 
in practice, the argument for his proposed investment criterion. To say that 
their disagreements are based upon different assumptions about the appro- 
priate constraints is true but understates the problem. Economic analysis does 
not have a model of the government as a behavioral unit. Instead, analysis 
has tended to abstract from its unique characteristics and has treated it as a 
passive intermediary for private households and producers. This lifeless image 
has inhibited the development in these studies of optimizing-behavior rules for 
the government. 


Technological External Economies 


McKean discusses spill-over effects, Krutilla-Eckstein and Eckstein discuss 
interdependencies, which are forms of external economies or diseconomies. The 
lack of an accepted name reflects the confusion about the concept. Despite the 


*This would mean a restatement of equation 4 in the Appendix to read: 


d 
= the greater of: 


a Tr 
when ¢ is a low social rate of time preference, or 


a + .055 


when .055 is the social cost of federal taxation. 
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importance assigned by the authors to technological interdependencies as a 
basis for government projects, their analysis is disappointing. Such inter- 
dependencies do not play a serious role in Eckstein’s analysis. McKean has 
an excellent chapter distinguishing between pecuniary and technological ex- 
ternal economies, but general procedures by which to discover the technologi- 
cal external economies are absent. In Krutilla-Eckstein interdependencies are 
a major focus of analysis. They take on meaning, but the case studies are 
restricted to interdependencies among fiscally independent water resource 
units. In McKean and in Eckstein the interdependencies are complications in 
the identification of costs and benefits; in Krutilla~-Eckstein the interde- 
pendencies are the basis of a discussion of proper organization to make sure 
that efficient operations are not reduced because of uncompensated benefits or 
unpaid costs. 

The technological external economies associated with the growth of the 
market and economic base are increased efficiencies in the project area.* They 
are neglected by the present volumes and by government studies. Unfortu- 
nately, the necessary studies of economies of scale in areas where these projects 
are being located are not far enough advanced to permit the analyst to make 
reasonable estimates of the economies of scale. 


Organizational Issues 


A major weakness of the studies is the absence of a serious analysis of the 
institutions. This has marred their discussion of the constraints necessary to 
specify the investment criterion. It more seriously affects the relevance of their 
analysis. Rules which ignore the significance of organizational structure and 
goals for the selection and operation of projects, are utopian. The teleological 
assumption that the government and all its agencies exist to maximize national 
welfare simplifies the task of the analyst but unfortunately it renders impotent 
rules formulated on that basis unless the government is organized to serve 
that purpose. 

It is common practice for economists to plead that qua economists they 
can deal with efficiency criteria subject to the constraints of whatever organi- 
zational structure exists. But it is also clear that changes in institutions or 
usages may result in large increases in efficiency. The economist has tradi- 
tionally used his analytical tools to explain and to evaluate alternative in- 
stitutions and this is what is so badly needed and lacking in these studies, and 
in government studies also. 

Eckstein does discuss the institutions of pricing, repayment and cost-sharing 
possibilities, as part of his financial analysis of each function, but these dis- 
cussions are not systematic. These practices do not contribute to and may 


*Some of the external economies appear as secondary benefits which McKean and 
Eckstein rightfully argue are generally illusory from the viewpoint of the national welfare. 
Secondary benefits are the increased profits accruing to the processors of the products of 
the projects and the suppliers of the inputs of the projects. Generally these increased 
profits may be nonexistent or just represent transfers. McKean erroneously refers to the 
increased profits as increased incomes of the factors. 
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militate against efficient operations. Krutilla-Eckstein examine three cases of 
public vs. private development. The major issues in relative efficiency arise 
from the problems of interdependency among fiscally independent units and 
the size of market. Their case studies are highly suggestive of interesting 
hypotheses about the organization and operations of water resources develop- 
ment projects whether public or private. And while McKean does not explicitly 
discuss institutional problems, his discussion of suboptimization is extremely 
helpful in understanding decision-making in a many-structured organization. 


Concluding Remarks 


Reviewers are prone to justify their efforts by finding fault. In the very 
difficult area of economic analysis designed to improve the efficiency of gov- 
ernment activities it is all too easy for a reviewer to be critical. Economic 
efficiency is not the most important goal for government, it is extremely diffi- 
cult to simulate market activities, and we have no models of government be- 
havior. These volumes are the best studies to date of the use of economic 
criteria. The authors have not stopped at pious statements of marginal condi- 
tions but have seriously attempted to develop rules which could be adopted by 
agencies. Their efforts go a long way to improve the discussion of economic 
criteria by government agencies. 


APPENDIX: A SIMPLE MODEL FOR MAXIMIZING THE PRESENT VALUE 
OF THE INVESTMENT BUDGET 


Consider the following simple model which assumes a constant invest- 
ment schedule, a constant budget and benefits which do not return to the 


agency. 
Definitions: 
G:=G is a fixed government allocation for water resources develop- 
ment which is constant over time. 
K; is the stock of government investment in water resources 


projects in year /. There is no depreciation. 


O.,=aK~1 is the amount of operating costs in year /. @ is the ratio of 
operating costs to capital and is constant over time. 


B,=B8Kz1 is the amount of net benefits in year /. 6 is the ratio of benefits 
to capital and it is constant over time. 


I,=G—O,_ is the new investment in water resources projects in year ¢. 


The stock of capital in the initial year Kio=G. 


In year 1 
Ka =In+ Keo 
= G — Kw 
=G+ (1 — a)Kw. 


— 
= 
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In year 
K; G > (1 a)* 
(1) 


The benefits in year ¢/ are: 


a)! 


a 


Assuming a perpetual life and a social rate of time preference, r, the 
present value of the benefits is: 
BG a)! 
Vs=), 
(1 + Qa 
BG 2, 1-—(1-—a)! 
(1 + r)* 


- “(2 


B 
(a + 1) r 


The benefit-cost ratio is: 

B 
(a + r) 

The present value of the investment is 

B 
a+r r 

The investment option, given a constant appropriation G, is a choice 

among a set of projects with different degrees of capital intensity, a, the 


ratio of operating costs to capital. (Different scales of the same project are 
considered separate projects.) In the figure the projects are ordered by a. 


(2) Va/Ve = 


The present value of costs is: 
Git+r 
y, 
r 
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a 


OL is the highest 8, the benefits-capital ratio, of any project at a given a. 
In order to choose the best we must maximize the present value with re- 
spect to a. 


dV dg 
Vnaxa = —- = 0= (a + r)rG(s +> B(rG(1 + r)) 
da da 
dp 
0 = (a+r)— — 8. 
da 


a+r da 


(4) 


Equation 4 gives the maximization condition for the present value. In 
the figure this maximization condition is the tangency of rM with OL, the 
production opportunity curve. r is the level of the discount rate. rM is one 
of a set of rays from r. Each ray represents a different benefit-cost ratio. 
The benefit-cost ratio line tangent to OL gives us the optimal ratio in order 
to maximize the present value of the investment budget. S, its point of 
tangency, tells us the best a or capital intensity. 


THE AFFLUENT SOCIETY‘ 
A Review Article 


By RUTLEDGE VINING* 


As all now know, this book by J. K. Galbraith has had an extraordinary 
public appeal. A number of reviews have appeared. The book was accorded 
the lead review in the Sunday issue of the New York Times for June 1, 1958. 
A review article by C. A. R. Crosland was given the lead place in the British 
weekly The Listener for September 28, 1958. In the September 20 issue of 
the Economist there is a third review. All the reviews commend the book as 
a provocative and important statement of a point of view, and all include 
comments upon various shortcomings that students of Mr. Galbraith’s subject 
would note. The reviewer for the Economist uses a sequence of adjectives to 
convey his impression: “The A fluent Society is penetrating, fresh, knowledge- 
able, humane, and—though it gets off to a slow start—entertainingly written. 
It is also perverse, muddleheaded, provincial, and dangerous.” 

One might find grounds for questioning the “knowledgeableness” of the 
book, apart from however learned its author may be; for much of that part 
which purports to be factual and much that is interpretive seem grossly casual; 
and much of that part that takes the form of deduction seems somewhat loose 
and questionable. And, too, there perhaps will be some readers for whom 
the “entertainment” afforded by the book will be tempered by what they may 
interpret as a sustained note of something resembling presumption and by 
what they may gather to be the author’s lively awareness of being naughty. 
It is a book written in the tradition of Veblen but lacking the deft touch of 
the master—or so it may seem to some. 

But however this may be, any reader may obtain in these easily accessible 
reviews a reliable conception of the general character of the book and of the 
nature of the contents of the various chapters. I shall attempt in the space 
made available to me to consider in more general terms the nature of political 
economy, using this work of Galbraith’s as an example of a contribution by 
a political economist. 

I 

To paraphrase a remark made about philosophy, one may say, I think, 
that political economy is not a doctrine or a theory but rather is an activity. 
A political economist, then, is one who participates in this activity, and Gal- 
braith’s endeavors may serve as an illustration. 


* The reviewer is professor of economics at the University of Virginia. 
*The Affluent Society. By J. K. Galbraith. Boston: Houghton Mifflin Company, 1958. 
Pp. xii, 368. $4.75. 
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Consider what he is engaged in doing. It is as though he were seated at a 
conference table discussing with a number of other persons the performance 
of something which now exists and which may be altered by the joint decision 
of these persons. He will have been induced by what he has observed to a 
doubting state of mind regarding whether or not these persons have availed 
themselves of as good a design of this something as it is within their power to 
choose. Indeed, by now Galbraith no longer doubts. The thing as it stands 
performs deuced badly, and he has set about to explain to the persons how his 
observations and reflections have led him to this belief. He considers a variety 
of variables—some simple and some exceedingly complex—in terms of which 
the performance of the thing may be observed. With reference to these vari- 
ables, he describes the working characteristics of the design of the thing as it 
now stands. He then suggests a way of modifying the structure of the object so 
as to improve its performance. A major part of what he has to say is devoted 
to explaining how it is that the choosers may experience inhibitions that hinder 
their seeing what he observes from his point of view. He is sure that they 
will have this difficulty, and some of this he attributes to shenanigans—the 
exercise of a kind of thought control by crafty, deceitful, selfish men; but 
most of it he traces to the honest stupidity of the allegedly wise whose advice 
the choosers are accustomed to follow. Yet, regardless of the uncommonly 
large amount of space given over to the discussion of the perfidy and stupidit 
of captains of industry and of practitioners of the higher learning, Galbraith’ 
primary concern is to describe the performance of something that exists an 
to explain to persons who may exercise a choice how this something may b 
modified so as to improve its working properties. 

Before considering the identity of the choosing agent and the nature of 
the thing subject to choice, as these may be discerned in the context of Gal- 
braith’s discussion, I shall briefly review a simpler kind of situation in which 
men discuss with one another a choice that they are about to make. Let us go 
back a generation or so and try to imagine what might have gone on in the 
minds of students of another form of choice behavior. Consider a modest coun- 
terpart of Galbraith in the nineteen-twenties or -thirties, and suppose that the 
attention of this inquirer has been caught by men who are in the act of jointly 
choosing some one or another of the kind of things which now constitute the 
subject matter of applied theoretical statistics. This is at a time before the 
modern development of this subject, so that the student whom we have in 
mind has yet to conceptualize the behavior phenomena that he is observing. 
He is curious and sympathetic and he asks himself, in effect: Now, precisely 
what are these people trying to do and what conceivable knowledge and 
technique could be brought to bear for helping them do it? 

After watching and listening for a while he concludes, let us say, that what 
the people are doing may be classified into four kinds of activities, each of 
which presents a distinctive type of subsidiary problem. First, they are trying 
to catalog all the procedures they can think of that would serve their purpose. 
Such a listing of possibilities constitutes a set of alternatives; and the student 
may contemplate the question of how one might make more precise the specifi- 
cations of the thing which is subject to choice and the set of all conceivable 
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forms of this thing. Second, they are trying to hit upon some appealing way of 
measuring, or otherwise describing, the performance of any alternative which 
may possibly be chosen. Third, having found a suitable way of measuring or 
describing performance, they are trying to find an effective way of predicting 
the performance of any alternative. Finally, having before them the descrip- 
tions of the respective expected performance properties of all known alterna- 
tives, they are trying to pick out the particular one whose performance is at 
least as good as that of any of the rest. 

With these characteristic activities in mind, the student then tries to con- 
ceive of ideally reasonable men so engaged, and he poses a series of questions. 
How would reasonable men specify the alternatives? That is, specifically what 
may one do in order to describe an example of the thing subject to choice and 
in order to indicate precisely the differences between alternatives? And in terms 
of what variable quantities and qualities would they observe the performance 
of any alternative? That is, what data would they seek to obtain and what 
arrangements of the data and what computations would they make in order to 
convey a precise sense of a difference between the respective performances of 
any two alternatives? And what analysis may be applied and what may other- 
wise be done so that a person may arrive at predictions of performance meas- 
ured in this selected manner? And what would be the source of one’s confi- 
dence in the realiability of these predictions? Finally, how would sensible men 
recognize in the arrangement of these observable data the “betterness” of 
performance of one alternative over that of another? 

During the past thirty years, inquirers such as we are now imagining have 
provided answers for the above questions. Theoretical statistics in its present 
form has more or less naturally emerged as a result of special students ex- 
plicitly considering these questions; and to the extent that all aspects of the 
deliberations of men engaged in making a choice are covered by this series of 
questions, statistical theory provides a complete account of the choice phe- 
nomena in the restricted kind of situations with which the theory purports to 
deal. The relevance or validity of any part or feature of the theory may be 
understood or questioned in terms of one or the other of the questions. And 
for such cases wherein men are choosing things like sample survey designs, de- 
signs of experiments, inspection systems, decision functions of various sorts, 
the knowledge and technique afforded by theoretical statistics may be applied 
most handsomely. And we may add for later reference that when the persons 
who are responsible for the choice enlist the assistance of the specialists in 
this theory, it is knowledge and technique rather than wisdom that the spe- 
cialist is expected to contribute. 


II 


With the above case as a contrast, let us consider now an inquirer like Gal- 
braith whose attention and curiosity has been caught by men in the act of 
jointly choosing some such thing as is called the “monetary system” or “tax 
system” or “trade restriction system,” or, in general, some modification of 
what is called the “economic system.” Galbraith’s case exemplifies the proto- 
type inquirer that we now have in mind, but no less does the case of an Adam 
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Smith or a David Ricardo, or, to take Galbraith’s examples of what he regards 
as the more characteristic American prototype, a Henry George or a Thorstein 
Veblen, or, to come to recent times, a Henry C. Simons or a J. M. Keynes. 
The inquirer we are considering, observing men jointly engaged in choosing 
or modifying the details of the “economic system,” raises questions regarding 
what the men are trying to do and what kind of knowledge and technique 
might be found helpful by the men in their doing it. 

First, who are these persons whose behavior arouses the curiosity and atten- 
tion of this prototype inquirer? Patently, they are members in good standing 
of a commonwealth of free men—meaning a community of men who jointly 
choose the constraints and prescriptions which they mutually impose upon 
their respective choices of ends and means. Are all the human beings who live 
within the community members of the commonwealth, solely by virture of 
their being human? No; it is conceivable that only a small part of the popu- 
lation enjoys the privileges of membership, the rest being held in some form 
of thralldom. But some members of the population do exercise a choice in this 
regard. These persons look upon themselves as the joint authors of the con- 
straints which they mutually impose upon their respective private choices; and 
they are continually engaged in reviewing the performance of the existing 
system of constraints, seeking modifications that may be made in the system 
for its improvement. These are the persons to whom Galbraith addresses what 
he has to say. He is speaking to men who have a choice to make regarding 
the details of the “economic system.” 

Next, what is the nature of this that is being chosen by these persons? That 
is, when someone proposes to change the “system,” what is the concrete thing 
that the proposal would alter? We may respond to this by looking at and 
seeing that which is actually chosen when men authorized to make a choice 
deliberately take steps to change the “system.” When people, acting through 
their legislative body, deliberately alter the monetary and banking system for 
the improvement of its performance, what they in fact do is to choose from 
among alternative monetary and banking bills. To adopt a new monetary and 
banking bill is to alter the constraints upon and prescriptions of the private 
actions of individuals. That which people directly change when they speak of 
themselves as changing the “economic system” is nothing more nor less than 
the system of legislative enactments and administrative rules. The “system” 
that is subject to choice, then, is a system of rules constraining private actions. 
And this, we may add, is analogous to the thing that is chosen by the persons 
whose behavior constitutes the subject matter of modern statistics, for the 
object chosen in that case also is completely described by a system of rules. 

Now, when this inquirer—the one whose curiosity is aroused by the be- 
havior of these persons who as legislators are engaged in making a choice 
among alternative “economic systems”—when this student reflects upon what 
these persons are trying to do and what conceivable knowledge would assist 
them in doing it, he must surely come to the same series of questions as those 
outlined above for the case of our other inquirer. That is, in both of the situa- 
tions—that which is studied by political economists as well as that which is 
studied by modern statisticians—the human beings who exercise the choice go 
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through the same kinds of deliberations. In their discussions among them- 
selves, or with specialists whom they may have asked to help them, those who 
are to make the choice are trying: (a) to raise to mind a description of the 
essentials of the “thing” that is subject to choice and the set of all conceivable 
forms of this thing; (b) to select a way of observing and describing the per- 
formance of any given one of these things—i.e., to specify the quantities and 
qualities and the definitions of variables in terms of which a difference be- 
tween the respective performances of any pair of alternatives may be 
observed; (c) to devise a way of analyzing and predicting the performance 
of any given alternative as this performance would be observed in terms of 
the selected variables; and (d) to mutually recognize improvement or 
betterness in a comparison of the respective performances of any pair of 
alternatives. 

In either of the situations there are two distinct kinds of phenomena to 
be described, one of which is a function of the other. That is, an adoption 
of a particular form of the thing subject to choice results in an outcome. 
This outcome is observed in the respective values of certain variables that 
have been selected in some way by the choosers; and for each possible form 
of the thing, there is a corresponding set of expected values for these variables. 
The performance characteristics are described by these expected values, and 
determining the functional relationship between the form of the entity chosen 
on the one hand and the expected values describing the performance char- 
acteristics of this entity on the other is the task of analysis. But then there 
is the additional step of recognizing betterness in a comparison of the 
descriptions of performances attributed to any two forms of the thing subject 
to choice. 

Ill 


Mr. Galbraith begins his Chapter 20, having six more chapters to go, 
with the statement that he regards himself as having accomplished in the 
preceding nineteen chapters the main task of his essay: 


Its concern has been with the thralldom of a myth—the myth that pro- 
duction, by its overpowering importance and its ineluctable difficulty, is 
the central problem of our lives. We have seen the sources of this myth. 
And we have seen some of the consequences—the tenuous and maybe 
dangerous process of consumer demand creation, recurrent inflation, so- 
cial imbalance—to which the myth commits us. Emancipation of the 
mind is no less worthy enterprise than emancipation of the body. The 
bondsman, given his freedom and persuaded of its virtues, is ordinarily 
left to enjoy it. Nor is the emancipator blamed for failing to give him a 
list of things to do (p. 281). 


He goes on to say that men must and will: 


. . . see a purpose in their efforts. This purpose can be non-sensica!, and 

. - men can labor to make sense out of single steps towards the goal 
without ever pausing to reflect that the goal itself is ludicrous. . . . Thus 
it is that an essay such as this is far more important for what it destroys 
... than for what it creates. 
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This is Galbraith’s statement of what he conceives to be the important con- 
tribution that he, as a specialist, can make. He sees persons who have a 
choice to make among alternative designs of an economic system, and after 
reflecting upon how he can be of most assistance he declares himself and sets 
to work. 

One interpretation of his remark would be as follows: There exists a 
population of people over whom a spell has been cast or who are possessed 
by an unfriendly spirit of some sort. Galbraith is occupied with casting out 
this spirit—and the rhetoric of his book corresponds to the swinging of 
incense pots, the ringing of bells, chanting, and dancing. When he has 
exorcised the spirit and “emancipated the minds,” he will have done these 
persons the really important service; for they will then be able to think 
and see clearly—at least for a while—and thus may make more sensible 
choices,- regarding the design of their economic system, than has heretofore 
been the case. 

But one may take a more sympathetic view of what Galbraith is doing 
in his book. We may think of him as more or less soberly addressing his 
remarks to men not possessed but capable of reason and urging them to 
concentrate their attention upon the choice that they are engaged in making. 
With reference to task (a) above, he considers with them various ways 
of modifying the design of their “system.” In Chapter 21, for example, he 
makes explicit suggestions for altering the “system”; and these suggestions— 
as do his others and as did those of Adam Smith, David Ricardo, H. C. Simons, 
J. M. Keynes—take the form of proposed amendments of a system of legisla- 
tive enactments. By implication, then, he indicates to them that that which 
is actually being chosen by these persons is a system of rules which they 
mutually impose as constraints upon their respective private actions. And 
with the chooser’s attention concentrated upon the concrete object of choice, 
he asks them to reflect upon the variables in terms of which they are ac- 
customed to observe the performance of any given design of the object. The 
familiar variables, he says in effect, are those to which have been given names 
like production, efficiency, allocation of resources—each of these being a 
variable in the literal sense that it refers to something that varies. Men count 
and measure and thus compile numbers and arrangements of numbers by 
which they purport to quantify these variables; and when proposals for 
modifying the “system” are made, the questions that men are accustomed 
to raise have to do with what would be the effect upon these variables if the 
proposals were adopted. That is, it is in terms of the expected values of these 
variables that the performance of the system is conventionally viewed. 

He then submits the grounds for his judgment that the conventional pre- 
occupation with these variables yields a misleading and dangerously wrong 
conception of the respective performances of alternative systems. He devotes 
much time to explaining how the composition of increments to the gross na- 
tional product belies the optimism that one might have felt about the rate of 
growth of the “well-being” of individual members of the community; and he 
explains his views regarding how it is that under modern conditions the alleged 
“consumer sovereignty” is a delusion. He refers back to the time of Adam 
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Smith (who, we may recall, looked upon his work as that of one practicing 
“a branch of the science of the statesman or legislator”); and he points out 
that these variables in question are the ones in terms of which Smith, 
Ricardo, and the like proposed that the performance of a system of legislative 
enactments be viewed. But he suggests that it would better become present- 
day political economists were they to try to do what we might imagine a 
perceptive man like Smith doing today rather than what he actually did in 
the 18th century. And with this, he introduces other variables that he recom- 
mends for the description of salient aspects of the performance of a modern 
system: rate of resource employment; price level; income distribution; et 
cetera. In terms of such variables, there would be other derived variables: 
degree of price instability; degree of employment instability; degree of 
inequality of income distribution; personal security; national security; 
coalition structure; power concentration; et cetera. Each of these is a 
variable in the sense that whatever be the definition of its measure the 
value of the measure may be different for different systems of legislative 
enactments. Expressions such as “tendency toward inflation” or “tendency 
toward depression” or “tendency toward concentration of power” or “tend- 
ency toward personal insecurity” refer to likelihoods of occurrence of certain 
states of affairs that can be recognized in and described by arrangements of 
the values of certain variables or of defined measures of these variables. And 
to say that “given the existing system, this will be the tendency” is to say 
that the stipulated state of affairs is to be expected as an outcome of an 
adoption of this system. 

This remark brings us to the next step. So far, in our interpretation 
of what Galbraith is doing in his book, we have had something to say about 
(a) and (b) in the four-stage outline above. We may now go to (c). He 
considers the relationships among the variables in terms of which he pro- 
posed to observe performance. For example, he discusses what he calls the 
“nexus between production and income security” (p. 293); and by this he 
means that with the system as it stands there is a certain relationship between 
these variables. By “system” he clearly means a system of enactments, for 
when he proposes a way to “break this nexus,” for the improvement of the 
system’s performance, the change recommended is a change in the system 
of legislative enactments. There are numerous such relationships discussed. 
What he calls “the theory of social balance” purports to be an expianation 
of the relationship between the “level of production” and the “composition 
of production.” With the present system in force, there is supposed to be a 
tendency for certain changes to occur in the “composition of production” 
when the “level of production” increases; and he proposes changes in the 
system of legislative enactments which would change this relationship (pp. 311 
et seq.). Also, the “price level” systematically rises when the “level of em- 
ployment” increases. “As matters now stand”—i.e., with the system of 
legislative enactments as they now are—“the economy is patently unstable 
at full employment” (p. 302); and “instability” refers to what “tends to 
happen” to certain variables. 
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There is then (d)—i.e., the recognition of betterness or improvement in 
a comparison of the respective performances of any pair of alternatives avail- 
able for choice. Galbraith refers to the performance of the system as it stands 
and declares: “This is taken as a serious indication of economic failure, and 
is” (p. 302). By “economic failure” is meant unacceptable performance of 
an economic system. Now to state that something is faulty is to imply that 
there is something better, and the reader may see for himself the modifica- 
tions which Galbraith proposes, the performance characteristics attributed to 
the modified system, and the grounds for the judgment that the expected 
performance of the proposed new system is better than the observed per- 
formance of the old. 


IV 


The tone of Galbraith’s book has been a hindrance to my taking a sym- 
pathetic view of the work. He spends what to me is a tiresome amount of 
time being gay about a bogus article which he calls “conventional wisdom”; 
and he seems to see himself as presenting to the public the genuine article, 
playing, as it were, a somewhat positive version of the Socratic gadfly. But 
wisdom is not what the persons who have choices to make ask of specialists. 
Persons who are choosing modifications of systems of legislative enactments, 
like those choosing systems of rules such as modern statisticians study, ask 
specialists to provide special knowledge and technique that may be brought to 
bear upon the four kinds of deliberations that we have outlined. Wisdom is de- 
rived from many and diverse sources, but special knowledge and technique 
are the subject of study of special fields of inquiry. 

And therein lies, I think, the genuine merit of Galbraith’s work. If. we 
consider how well he does these four tasks, we must say that he does them 
most awkwardly, haphazardly, and unreliably as compared with the way mod- 
ern statisticians do these tasks for their restricted field of choice phenomena. 
And it would be unwise in the sense of imprudent for a people to take Mr. 
Galbraith seriously as a possessor of such special knowledge and technical abil- 
ity as his pronouncements and advice would seem to presuppose. But the 
virtue of this work of Galbraith’s is that in addressing himself directly to 
these tasks he at least is. trying to do the relevant things. His work, unreliable 
and unsystematic in itself, is nevertheless a call to competent students and 
analysts to direct their attention to the essential descriptive and analytical 
tasks. And there is a goodly freshness in this that may lend hope to those who 
despair in contemplating the episodic enthusiasms for irrelevancies that have 
characterized the modern history of our subject as a special field of inquiry. 
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COMMUNICATIONS 
Income Velocity and Anti-Inflationary Monetary Policy 


Recent changes in monetary velocity have led to renewed interest in its 
behavior and in the resulting implications for monetary policy. In particular, 
the view has been widely expressed that anti-inflationary monetary policy is 
unlikely to be successful because of offsetting movements in velocity, no 
matter how effective it may be in controlling the volume of bank reserves and 
the supply of money. It is asserted that monetary restraint will for the most 
part be nullified by increases in velocity which permit total spending to 
continue unabated." 

The 1955-57 experience is frequently cited in illustration: gross national 
product rose by $61 billion (or 16 per cent) between the first quarter of 
1955 and the third quarter of 1957, despite a total expansion in the money 
supply of only $4 billion (or 3 per cent) over this period. The increased 
spending was primarily accomplished through a more rapid turnover of the 
money stock, with income velocity rising from an annual rate of 2.93 in 
the first quarter of 1955 to 3.30 in the third quarter of 1957, a rise of 13 
per cent.? Conclusion: orthodox anti-inflationary monetary policy should be 
relegated to the sidelines as substantially impotent, rendered ineffective by 
offsetting swings in velocity. Fiscal policy and/or selective controls should 
be substituted in its stead. 

Nevertheless, although on the surface they seem reasonable enough, these 
conclusions leave one uneasy. Is anti-inflationary monetary policy really of 
so little use? There is no doubt that there was pressure to economize on cash 
balances in the 1955-57 period, with funds relatively scarce; but is this a 
new phenomenon with which economists (including the monetary authorities) 
have had no previous experience? Cannot such factors be taken into account 
by the central bank in deciding upon the proper kind and degree of restraint 
required to achieve given ends? In brief, and with full awareness of the very 
real limitations of monetary policy, has not the case against its effectiveness 
been overstated?* 

The purpose of the present paper, however, is not to present a full-blown 


*See, for example, [6] [9] [11]. Such views already show some evidence of becoming 
rather firmly imbedded in the web of present-day economic thought, as evidenced by the 
comments of W. W. Heller [4, pp. 646-47]. 

*To appreciate the significance of such magnitudes it should be noted that with a con- 
stant money supply of, say, $130 billion, a change of only 0.1 in income velocity would 
be associated with a change in GNP of $13 billion. 

* Arthur Smithies would combine monetary ease with fiscal restraint in order to pre- 
vent inflation [12]. However, his program represents an attempt to achieve a more com- 
plex goal than merely restraining aggregate expenditures—namely, also to shift the alloca- 
tion of resources as between consumption and investment. This is quite a different matter 
from the doubts raised as to monetary policy by the authors cited in footnote 1. On this 
same subject, see also A. P. Lerner [8, pp. 258-63]. 
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apologia for monetary policy, but rather more modestly to question whether 
these offsetting swings in velocity are actually as damaging as they appear at 
first glance. Might there not even be advantages in such velocity movements 
which could help rather than hinder the effectiveness of anti-inflationary 
monetary policies? 

Chart 1 shows the annual movement in GNP, money supply, and the 
resulting income velocity for the period 1919-57; Chart 2 does the same 
for the period 1948-57, by quarters.* They reveal that income velocity reached 
a peak of 3.30 in the third quarter of 1957. Although income velocity was 
about 4 in 1919, and again in 1929, it had not approached a level as high 
as that reached in the third quarter of 1957 since the 3.29 recorded in the 
year 1931. For the most part it remained below 3 during the years 1932-55, 
falling at one point to below 2. The record also reveals that short-run fluctu- 
ations in velocity have been frequent, with velocity generally rising when 
GNP has been rising and falling when GNP has been falling. At least this was 
generally true from 1920-32 and again from 1946-57, although from the mid- 
1930’s to 1946 no such relationship existed. In those years of depression and 
war the money supply rose so substantially that velocity was usually decreas- 
ing, even when GNP was rising. 

It should be no surprise that income velocity and GNP often move together 
and in the same direction, even though it is this very relationship which has 
led to the disillusionment with monetary policy cited above. After all, with 
income velocity defined as the quotient of GNP divided by the average stock 
of money, a countercyclical monetary policy which limited increases in the 
money supply when GNP was rising close to (or above) the full-employment 
level, or which attempted to expand the money supply when GNP was falling, 
would be expected to result in velocity changes in the same direction as the 
movement in GNP. 


I. Reserve Positions, Interest Rates, and Income Velocity 


The immediate impact of monetary policy, of course, is upon the banking 
system. As pressure is imposed upon reserve positions, short-term interest 
rates tend to rise, followed, perhaps with a lag, by longer-term yields. The 


*Lack of space prevents publication of the tables from which Charts 1-4 were con- 
structed. However, the author would be pleased to provide mimeographed copies to inter- 
ested readers. The money supply is defined as demand deposits adjusted (i.e., other than 
interbank and U. S. government deposits, less cash items in the process of collection) plus 
currency outside banks. The data are yearly or seasonally adjusted quarterly averages. 
Some prefer to include time deposits in the money-supply denominator. If this is done 
the 1955-57 rise in income velocity is much smaller, and conclusions such as are referred 
to in the initial paragraph of this paper become suspect on these grounds alone. However, 
this approach has been eschewed since it would in large measure ignore rather than 
respond to the point at issue. 

Recent gross national product data are from the Survey of Current Business [15]. 
GNP is used as the numerator in the calculation of velocity for purposes of simplicity, 
although R. A. Gordon has offered convincing reasons for using only private spending 
instead [2]. For present purposes the difference is not particularly important. As Selden 
shows, a wide variety of definitions have been employed in discussions of income velocity 
[1, esp. pp. 234-51]. 
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clearest periods of restraint in recent years, for instance, were from about 
the second quarter of 1952 to mid-1953 and from the first quarter of 1955 
through the third quarter of 1957. In both periods member-bank free reserves 
(excess reserves less borrowing from the Federal Reserve Banks) declined 
to significantly negative levels, Treasury bill yields and long-term interest 
rates rose, and velocity increased. However, the total money supply did 
expand to a certain extent in each case; had it remained unchanged, interest 
rates and velocity might well have risen even further. 

The income velocity of the money supply and the average issuing rate on 
Treasury bills are plotted in the form of a scatter diagram in Chart 3 for 
the period 1948 through 1957. The above-mentioned periods during 1952-53 
and 1955-57, when GNP rose while the expansion of the money supply was 
held in check by the central bank, clearly reveal the simultaneous rise in 
Treasury bill rates and income velocity; the close positive relationship be- 
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CHart 2 
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tween bill rates and income velocity taken in time sequence from mid-1952 
to mid-1953 and from the third quarter of 1954 through the third quarter of 
1957 is particularly striking. 

These are in broad terms the very results that one would expect on the 
basis of generally accepted theoretical considerations. We assume that there 
is a fairly constant relationship in the short run between the dollar value of 
GNP and holdings of “active” cash to be used for current and expected pay- 
ments (essentially Keynes’ M,).5 As GNP rises, the volume of cash required 


* The actual ratio of active cash to GNP depends at any one time upon such generally 
slowly changing institutional patterns as the stage of development of the monetary and 
financial system, the degree of industrial integration, the distribution of income and wealth, 
the frequency and regularity of receipts and disbursements, etc. However, it is recognized 
that at high interest rates there is likely to be some interest elasticity in the demand for 
transactions balances. See [3, ch. 4] and [13]. 
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for day-to-day household- and business-payments needs also increases; but 
if the money supply is held constant, the funds required to satisfy these 
“active” or transactions needs must be drawn from formerly “idle” holdings 
(M_).* Interest rates thus rise in order to attract these funds, inducing owners 
of idle balances to part with or economize on their cash holdings. This 
activation of idle balances is reflected in an increase in velocity, since ob- 
served income velocity varies directly with the ratio of active balances (M;) 
to the total money supply (/)." 

Thus, while monetary policy has its immediate impact upon the banking 
system, its effects soon spread through the myriad of interrelationships that 
comprise the financial mechanism and gradually pervade other areas of eco- 

*See [3, pp. 66-70], particularly the diagram on page 67. A more complex model is 
detailed by G. Horwich [5]. 

* Designating income velocity as V and assuming a fixed ratio (in the short-run) be- 
tween the dollar value of GNP and M:: 
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nomic activity. The process is recognizable by such familiar features as 
persistent pressure on bank-reserve positions, “shortages” of funds and con- 
tinued tightness in the money and capital markets, a decline in bank and 
nonbank liquidity, an increase in the extension of “trade credit,” and—last 
but not least—articles in the press and speeches before trade and labor groups 
denouncing the “tight money” policy. 

It is impossible of course to distinguish active from idle dollars, except by 
some rather arbitrary assumptions. And it is not necessary for present pur- 
poses actually to attempt to separate them statistically, since Chart 3 ade- 
quately demonstrates the significant relationships involved. Nevertheless, it 
is still interesting to make the alternative statement of the above principles 
in terms of the dollar volume of idle balances in existence over various periods 
of time. As noted above, the maximum level that income velocity has reached 
in about the past quarter-century has been a rate of almost 3%4 times per 
year (1931 and 1957), although occasionally it had previously been as high 
as about 4 (1919 and 1929). During mid-1957 a number of signs, including 
sharp increases in money rates and capital market yields, seemed to indicate 
that velocity was approaching close to the straining point, that the financial 
mechanism as presently constituted is not geared to enable it to increase 
very much further. There are thus some pragmatic grounds for believing 
that present limits to velocity are closer to an annual rate of about 3% 
rather than the peak of 4 times per year reached in the 1920’s. An income 
velocity of 3%4 means, as its reciprocal, a ratio of money supply to GNP 
of 30 per cent. 

If we assume that at an income velocity of about 3%4 times per year funds 
would be turning over at close to their maximum degree of rapidity, this 
implies that just about all cash would then be utilized for transactions pur- 
poses, with idle balances reduced to minimum levels. We can on this basis 
calculate the volume of active and idle balances in various periods by 
assuming that a money supply equal to 30 per cent of GNP is desired for 
transactions purposes, and that the excess of the money supply over this 
amount can be isolated as idle balances.* The relationship between idle 
balances so computed and the bill rate is shown in the form of a scatter 
diagram in Chart 4. In this framework the 1952-53 and 1955-57 periods of 
restraint are characterized by decreasing idle balances and rising bill rates, 
and again the movement in time sequence during these periods is par- 
ticularly striking. From the first quarter of 1955 to the third quarter of 1957 
GNP rose by $61.3 billion, as mentioned earlier, increasing the transactions 
demand for cash by 30 per cent of $61.3 billion or $18.4 billion. But the 
money supply increased only $4 billion, so that the remaining $14.4 billion 
required for additional transactions balances had to be drawn from formerly 
idle holdings. In consequence, the bill rate rose from 114 per cent to 334 
per cent, idle balances declined from $15.7 billion to $1.3 billion, and the 
income velocity of the total money supply increased from 2.93 to 3.30. 


®See the discussion of alternative procedures by Klein and the references cited therein 
[7, esp. pp. 298-307]. 
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II. Implications for Monetary Policy 


Let us now return to our original query: to what extent is a restrictive 
monetary policy likely to be thwarted by offsetting increases in velocity? 
Are there any useful features to these variations which monetary policy can 
utilize to its advantage? 

The problems of the monetary authorities are more complex than some 
would picture them. In particular, they must necessarily be continuously 
concerned not only with maintaining economic stability in the short run, but 
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also simultaneously with allowing sufficient financial elbow room for the 
realization of potential real economic growth, even in periods when infla- 
tionary dangers threaten. It is not an adequate solution to check inflation 
by methods which also prevent desirable real growth. Furthermore, although 
hindsight is often characterized by a remarkable clarity, the day-to-day 
maintenance of economic stability is usually complicated by a considerable 
degree of uncertainty as to whether current economic trends are on balance 
inflationary or deflationary. In light of these factors, changes in velocity, 
rather than subverting monetary policy, become an indispensable part of 
that policy. 

With respect to the problem of maintaining economic stability, one of 
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the main criticisms directed against orthodox anti-inflationary monetary policy 
has been that it is a very dangerous tool which cannot be used in moderation 
—that if effective at all, it is likely to be too drastically effective, precipitating 
an economic collapse through a shattering of confidence in the money and 
capital markets. Changes in velocity, however, provide the needed safety 
valve, tempering and graduating the impact of monetary policy and thereby 
enabling the central bank to apply more restraint than it might otherwise 
risk. The role of velocity is thus similar to that of the discount window 
during a period of limited reserve availability; they both moderate the 
build-up of undue tightness, and the crises that might otherwise ensue, by 
distributing pressures and providing outlets through which strains on the 
payments mechanism cam be partially alleviated at the initiative of the 
market itself.*° Related functions are performed by the federal funds market 
and by many of the financing arrangements of government securities dealers, 
including repurchase agreements with the central bank. It is in part these 
very devices, of course, that enable velocity to increase. 

While it is literally true that these changes in velocity “offset” changes 
in the supply of money, they are unlikely to do so completely if the liquidity 
function has an interest-elasticity less than infinity and the consumption or 
investment functions are at all responsive to changes in the cost or avail- 
ability of funds. And the partial offset which velocity does provide gives 
the central bank a necessary margin of flexibility and safety, allowing it to 
restrain the growth of the money supply (within limits) without continuous 
fear that a sudden financial crisis will occur. It is noteworthy that the in- 
flationary pressures of 1955-57 tapered off gradually despite the vigorous 
application of monetary policies during this period. In view of the usual 
uncertainty regarding the actual state of business conditions, it is doubtful 
whether the authorities would ever have the courage (or the foolhardiness) 
to impose any significant degree of monetary restraint were it not for the 
built-in shock absorber represented by variations in velocity. Increases in 
velocity are thus to be expected in the course of an upward movement and in 
a real sense are an integral part of the mechanism of monetary control, in 
effect being merely the other side of the squeeze on liquidity which assists 
in transmitting the effects of a restrictive monetary policy throughout the 
economy. Similarly, declines in velocity in the downward phase of the cycle 
allow the monetary authorities to expand the money supply more than they 
might otherwise think prudent, and simultaneously provide room for velocity 
to rise once again when the recovery gets underway. Without these fluctuations 
in velocity the central bank would be forever at the brink of a precipice, 
fearing that the slightest wrong move would bring disaster; as a result, it 
would be most likely to do nothing at all. 


*See Hansen [3, pp. 161-63]. Hansen’s objections (as well as those of Smith, cited in 
footnote 1) are primarily to the use of monetary policy alone to stop inflation. However, 
Hansen’s monetary recommendation [3, p. 166] center primarily upon selective rather than 
general measures. 

* Cf. P. A. Samuelson [10], and [14, pp. 12-13]. 
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A special application of the above considerations relates to the task of 
stemming inflation without simultaneously halting real economic growth. In 
brief, the problem is to allow GNP to rise in line with potential real economic 
growth, but not so fast as to exceed that rate of increase and become in- 
flationary. To permit this increase in GNP, it is obviously necessary that 
either M or V (or both) must increase, and if inflationary pressures are at 
all severe it is far less dangerous to allow the expansion in GNP to take 
place mainly via higher velocity rather than mainly through increasing the 
money supply. To allow GNP to expand through increases in velocity brings 
self-limiting factors into play which make it unlikely that the inflation will 
get out of control, while to choose the alternative path—increasing the money 
supply—is to lessen materially, and perhaps abandon, restraint. There is a 
considerable difference between both the effects and the extent of increases 
in velocity that represent a reaction to monetary restraint, as compared with 
those increases in velocity that have occurred from time to time in nations 
that have inflated the money supply excessively despite the presence of 
strong inflationary forces. 

As long as idle balances exist, the desired expansion in GNP can be ac- 
complished with a constant money supply and higher turnover; at the same 
time, some expenditure is choked off, an atmosphere of restraint is main- 
tained, and the monetary authorities are able to retain close*contact with 
market developments. Charts 3 and 4 suggest that when interest rates are 
low and idle balances large, a small rise in rates is likely to result in a large 
transfer of funds from hoards to active circulation, increasing velocity sub- 
stantially. In this phase there is considerable truth to the “offset” viewpoint. 
But as interest rates continue to rise, due to continued monetary restraint 
and persistent demands for funds, idle balances are likely to approach mini- 
mum levels. Correspondingly, velocity is likely to encounter an upper limit, 
a rough and perhaps flexible ceiling, but a ceiling nevertheless. As it becomes 
increasingly difficult to obtain the release of additional funds from the now 
depleted idle balances, velocity will be subject to new constraints, economic 
activity will become increasingly sensitive to monetary policy, and further 
expansion of GNP will be inhibited. There is presumably some point where 
continued limitation of the money supply would entirely halt the growth 
of GNP, and perhaps initiate a downward movement. In practice, however, 
some additions to the money supply are likely to be occurring continuously, 
since the art of limiting the stock of money usually takes the form of allowing 
smaller increments than would otherwise take place, rather than imposing 
an absolute barrier to any increase. The problem thus reduces itself to the 
relative increase in the money supply as compared with velocity. 

Again an analogy involving rediscounting is apt: providing for economic 
growth primarily through increased velocity rather than primarily by ex- 
panding the money supply is the more restrictive alternative in a way very 
similar to deliberately “forcing” the banks to obtain reserves from the dis- 
count window rather than by supplying funds through open-market purchases. 
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In both of the more restrictive alternatives the central bank keeps the reins 
taut, remaining in close contact with market conditions—which react with 
increasing sensitivity—while simultaneously enabling some expansion to take 
place. 

Aggregate economic policy rarely seeks to achieve stability, but instead 
usually aims at “controlled” expansion. Within limits, monetary policy can 
make a positive contribution toward this end, in part because of—rather than 
in spite of—fluctuations in velocity. 

LAWRENCE S. RITTER* 


* The author is chief, Domestic Research Division, Federal Reserve Bank of New York. 
While he is indebted to his colleagues for many helpful suggestions, the views expressed 
in this article are his personal opinions and should not be taken as reflecting the official 
views of the Bank. 
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The Weeks Report Revisited 


In his review of the Weeks Report [8] J. C. Nelson points out that the 
“Committee has not tackled some fundamental questions concerning regula- 
tion and its effects” [4, p. 917]. I would like to go further and suggest that 
the Presidential Advisory Committee (or Weeks) Report shows a striking 
lack of general economic intelligence which involves it in at least two basic 
inconsistencies. If the issues to be raised here were outdated there would of 
course be no reason to subject the Weeks Report to further scrutiny at this 
time. However, the basic inconsistencies continue to permeate discussions of 
national transportation policy to such an extent that it is important to bring 
them out into the open. 

As is well known, increased reliance on competitive forces in transportation 
is the major general recommendation of the Weeks Report and one which 
has received fairly widespread support. It is unquestionably true that the 
monopoly position of the railways is much weaker than before 1920 but to 
argue that the entire transportation industry operates under the checks and 
balances of vigorous and pervasive competition is going a bit too far. Those 
who talk in these terms are moving in the direction of identification of the 
transport market as a whole with perfect or, at least, monopolistic competi- 
tion. For example, the Weeks Report argues that the “net result [of the 
‘transport revolution’] is a competitive system of transportation that for all 
practical purposes has eliminated the monopoly element which characterized 
this segment of our economy some thirty years ago” [8, p. 1]. Though not 
going quite so far, many economists have emphasized the strength and 
ubiquity of competitive elements in transportation [4, p. 918] [5, pp. 26-28]. 

But economists have also frequently pointed out the complexities of the 
transport market [3, p. 83] [6, p. 245], complexities which are largely 
inconsistent with competitive models. Transportation service is supplied by 
highly diverse enterprises operating under widely different technical, economic 
and market conditions. The unit of output is much more complex than an 
alleged homogeneous ton-mile. It involves considerations of speed, flexibility, 
safety, and dependability, all of which differ substantially among the various 
media. Thus in the transport market we have naturally heterogeneous products 
emanating from the different competitiors and vast differences among the 
competitors themselves with respect to production costs (the level, structure 
and shape of the cost functions) and physical facilities. Depending upon the 
particular needs or preferences of various shippers, these differences engender 
vastly different elasticities of demand for the services of a particular medium 
in the various segments of the market, and hence varying degrees of monopoly 
power even on those route segments where a variety of transport forms of all 
types are available. But in fact both the availability of forms of transport 
and numbers of firms differ substantially throughout the country. 

These complexities on both the supply and demand side of the various 
market segments render transportation a hodgepodge running the gamut 
from conditions of nearly perfect competition to near monopoly. To obtain 
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useful information on the degree of competitiveness of transportation we 
require elaborate information on the needs and technical alternatives of the 
various users of transport facilities and the available supply in particular 
areas, Until we know much more about these things we not only are unjusti- 
fied in asserting that transportation in general is highly competitive but we 
cannot know how things would work out should regulation be reduced or 
eliminated. General statements concerning the changed nature of the transport 
market do not permit us to assume ipso facto that the outcome of greater or 
complete reliance upon competition will be similar to that postulated by com- 
petitive models. 

Quite aside from the problems of assessing the pervasiveness and strength 
of competitive elements and assuming that more competition would in fact be 
desirable, we immediately come upon a basic inconsistency hitherto over- 
looked in the Weeks Report. The Report argues in favor of excess capacity in 
the common carrier segments of transportation in the interests of national 
defense [8, p. 5]. Now it is clear that if this excess capacity is held out of 
commercial competition no problem emerges. But this is not the tenor of the 
argument. Thus the aim of the Report is to have excess capacity available 
in the event of war, a profitable common carrier industry, and at the same 
time vigorous rate competition. These would not necessarily be inconsistent 
objectives if no rates were permitted to fall below average total cost, but the 
Report is clear that rates may fall as low as marginal cost (short-run or 
long-run?). Thus, in the interest of national defense we need excess supply 
and a strong common carrier industry but we cannot have both under vigorous 
price competition since, of course, the function of price competition is to 
eliminate excess supply [7]. Furthermore, since the dominant medium, rail- 
ways, is subject to increasing returns, especially when excess capacity exists, 
rates based on marginal cost will necessarily be below average total cost. If 
competition is as pervasive as the Weeks Report implies, this can only result 
in substantial financial losses to the railways; scarcely a sensible way to 
maintain a strong, profitable, privately owned common carrier industry! 

A second inconsistency is the policy recommendation [8, p. 11] that the 
Interstate Commerce Commission be permitted to prescribe just and reason- 
able maximum and minimum rates. A just and reasonable minimum is 
defined as a rate at least equal to or above “the direct ascertainable cost” 
and a just and reasonable maximum which the Commission can specify must 
exceed or equal “the full cost of performing the services to which such rates 
apply.” In other words, the rate minimum would be marginal cost and the 
rate maximum would be equal to or above average total cost. Coupled with 
the retention of such powers by the Commission, however, is the recommenda- 
tion to repeal “one of the most objectionable features of rate regulation, 
namely, the necessity that the Commission substitute its own judgment for 
that of carrier management as to ‘the effect of the [proposed] rates on the 
movement of traffic by the carrier or carriers for which the rates are pre- 
scribed’” [8, p. 11]. Regardless of one’s judgment of the merits of these 
recommendations the point is that they are inconsistent. That is, both the 
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average total cost and the marginal cost which are to guide the Commission 
in determining just and reasonable rates, depend upon the volume of traffic 
anticipated from the proposed rate change. 

To require the Commission to use cost criteria independently of considera- 
tion of the amount of traffic to be gained or lost through rate changes is to 
ask the impossible. Clearly if by “full cost” the Report has in mind the 
marginal cost plus some pro rata share of fixed expenses, the Commission 
must make estimates of volume changes. But even with marginal cost, the 
volume is a significant determinant. In the first place, when considering 
marginal cost, the unit to be considered marginal is a function of the volume 
of the particular traffic offered, with the costs assignable rising as the volume 
rises because of the extra equipment and other expenses involved. That is, 
if 100 pounds per day of a certain commodity is offered, it can probably be 
placed in a partly filled box car in a train already made up and the additional 
cost incurred might be quite minor. If a carload of such a commodity is 
offered, an additional box car will have to be added to the train which entails 
greater additional cost (though not in proportion to the tonnage increment) ; 
and, finally, if the volume offered is very great perhaps a special train will 
have to be made up and thus additional costs are involved. The costs per 
100 pounds will decline with these volume increases but more cost items 
become specifically assignable to the marginal units as we move from less- 
than-carload to carload and trainload lots. 

Furthermore, the behavior of out-of-pocket cost for any traffic depends 
partly on the relative importance of such traffic to the total. Eastman has 
pointed out that “out-of-pocket expense tends to increase disproportionately 
as this fraction [i.e ratio of the particular traffic involved to total traffic] 
increases in size” [1, pp. 127-28]. 

There is also a time dimension which must be considered in discussions of 
the nature of marginal costs. If a particular kind of traffic represents a once- 
for-all movement, the directly assignable costs may be greater than if the 
traffic is offered with regularity over time. In the latter case it will be possible 
to develop specialized and more efficient handling of the traffic, especially 
if it is important to the carrier, thereby permitting certain economies in its 
transportation. A good example of this is the permission granted by the 
I.C.C. on a few occasions for a lower rate per 100 pounds for shipment in 
multicarload or trainload lots. Such permission has not generally been granted 
because it tends to favor large shippers. There is little doubt, however, that 
costs per 100 pounds on per ton-mile may be reduced significantly for multi- 
ple-car shipments. Indeed, the Report recognizes this when it recommends 
“volume rates . . . based on cost differences” [8, p. 14]. 

Since costs are in large part a function of volume, the I.C.C. cannot avoid 
considering “the effect of the [proposed] rates on the movement of traffic.” 
The significance of this inconsistency can scarcely be over-emphasized. It 
underscores the extreme complexity of cost finding (both theoretical and 
practical) in transportation. Economists such as A. C. Pigou, Donald Wallace 
and J. M. Clark have done excellent work in analyzing joint and fixed costs 
in transportation but they have neglected, or left unresolved, many of the 
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analytical difficulties involved in ascertaining marginal or variable costs. These 
costs are, of course, intimately bound up with the nature of the transportation 
product (and especially its tridimensional aspect which is at least a com- 
plex compound of weight, distance and velocity) [2]—the volume offered, 
the regularity with which it is offered, the relative significance of the traffic, 
the phase of returns under which the transport firm is operating and whether 
or not one is concerned with short- or long-run marginal or variable costs. 
Until we obtain some agreement or more careful analysis of these problems 
we shall undoubtedly be plagued with the kind of inconsistencies manifest 
in the Weeks Report. 
Grorce W. WILSON* 


* The author is assistant professor of transportation in the School of Business, Indiana 
University. 
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Publication Policies of the Economic Journals 


Recently this writer undertook a study of the publication policies of selected 
economic journals. An attempt was made to discover among other things 
whether or not there is a need for additional space for the publication of the 
research results of the ever-increasing number of economists, and what kind 
of reception the “virgin” contributor can expect from the editors of these 
journals. 

A questionnaire was mailed to the editors of 30 journals which either 
specialized in one or more fields within economics or a substantial proportion 
of whose articles was of particular interest to economists. Usable answers 
were received from the 26 journals listed at the end of Table 1. The other 
4 journals either made no response (2 in this category) or declared them- 
selves unable to separate the economic articles from the total which they 
receive and publish. 

The first and perhaps most outstanding discovery was that the number 
of manuscripts submitted was in many cases surprisingly low and the 
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rates of acceptance correspondingly high. An examination of Table 1 reveals 
that nearly half of the journals reporting accept one out of every two articles 
submitted while 60 per cent accept one out of every three. Furthermore, 
nearly half of the journals receive fewer than 100 manuscripts per year. If 
we confine our study to the five leading journals (American Economic Review, 
Journal of Political Economy, Quarterly Journal of Economics, Review of 
Economics and Statistics and Southern Economic Journal) which regularly 
publish articles in all the various subdivisions of economics, the results are 


TABLE 1.—NuMBER OF MANuscrRIPTS RECEIVED AND ACCEPTED, 1957* 


Journal —— Number Accepted Per Cent Accepted 
A 25 23 92 
B 60 50 83 
¢ 40 30 75 
D 30-35 24 75 
E 127 93 73 
F 200 134 67 
G 26 16 63 
H 160 85 53 
I 40 20 50 
J 50 25 50 
K 79 37 47 
L 114 54 47 
M 150 60 40 
N 107 35 33 
O 160 53 33 
P 72 22 31 
Q 117 34 29 
R 71 18 25 
S 120 26 22 
ry 180 36 20 
U n.a. n.a. 20 
Vv 141 27 19 
WwW 400 72 18 
x 72 12 17 
350 n.a. n.a. 
Z n.a. n.a. 20 


* Journals included in the above table, but not in the following order, are: Accounting Re- 
view, American Economic Review, American Journal of Economics and Sociology, Antitrust 
Bulletin, Business History Review, Current Economic Comment, Ec trica, Ec ic De- 
velopment and Cultural Change, Economic Geography, Harvard Business Review, Industrial 
and Labor Relations Review, Inter-American Economic Affairs, Journal of American Statistical 
Association, Journal of Business, Journal of Economic History, Journal of Farm Economics, 
Journal of Finance, Journal of Marketing, Journal of Political Economy, Journal of Retailing, 
Land Economics, National Tax Journal, Public Utilities Fortnightly, Quarterly Journal of 
Economics, Review of Economics and Statistics, Southern Economic Journal. Only four editors 
reported that there had been any appreciable change in these figures over the past five years, 
so that the above statistics appear to be fairly representative. The number of articles accepted 
does not necessarily correspond to the number published in 1957 due to the use, in some cases, 
of solicited manuscripts and the carry-over from one year to the next of some accepted manu- 
scripts. 
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somewhat better. All five of these journals receive over 100 manuscripts per 
year and all except one have rates of acceptance between 19 and 22 per cent. 
Even here, however, the picture is not entirely satisfactory. The American 
Economic Review, for example, in each of the past 5 years has published 
between 15 and 19 per cent of the articles received. The corresponding journal 
of the American Political Science Association publishes no detailed report, but 
in 1956 the editor complained of the heavy burden of manuscripts and in the 
December 1957 issue reported that they were able to publish only about 
one out of every eight of the articles submitted. Since the American Political 
Science Review publishes 36 to 40 articles a year as compared to 18 to 22 
by the American Economic Review it is evident, even after allowing for 
articles solicited by the editors, that the volume of submitted manuscripts 
is considerably higher for the American Political Science Review than for 
the American Economic Review. 

These figures support the assertion of 16 editors that their problem is a 
shortage rather than a superabundance of worth-while articles. Only two 
editors reported that they sometimes were forced to reject articles which they 
really wished to include, and for one of these this problem was more in the 
nature of a cloud on the horizon than an immediate threat. A number of 
editors deplored the narrow range of manuscripts from which they had to 
choose, and two editors reported that they had been so short of worth-while 
material in the past year that they had been forced to write previous con- 
tributors soliciting new manuscripts. This was in addition to the number of 
articles regularly written on topics suggested by editorial boards. Twenty-two 
journals reported the number of such suggested articles (not including review 
articles) published each year; of these, 5 journals never had “invited” articles, 
7 carry 1 or 2 of these, and 10 have 3 or more such articles per year. How- 
ever, the number of manuscripts solicited has not resulted in a high degree 
of concentration upon a few authors. A survey of articles appearing within 
the past five-year period in the five leading journals referred to earlier (p. 134) 
revealed that there was in each case surprisingly little repetition of authors 
(Table 2). In fact because of the large number of articles written jointly by 
two or more authors, the number of authors nearly matched the number of 
articles for each journal. Neither of the two journals whose editors reported 
soliciting papers from previous contributors is represented in this table, and 
it is likely that the variety of authors would be somewhat narrower for some 
of the more specialized journals. 

Two additional considerations lend support to the conclusion that the 
real problem is not a shortage of publication space but rather of suitable 
articles to fill that space. Undoubtedly a great many of the articles submitted 
were sent to more than one journal, and thus are counted more than once 
in Table 1. While few of the editors could state precisely the number of 
articles which they had rejected which later appeared in other journals (only 
1 editor reported that his staff had actually made a study of this question 
within the past year), 7 editors reported seeing 10 or more articles, rejected 
by them, in other journals while 15 reported seeing more than one. If one 
includes such general comments as “some” or “a few” only 3 editors reported 
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no duplication. In view of the number of articles which receive repeated 
rejection, the amount of overlapping in Table 1 must be considerable. 

The second point is that while the number of journals included in this 
study is large, the survey is by no means comprehensive. Not only were some 
interdisciplinary journals omitted because of inadequate response, but also 
not included were the foreign journals which frequently publish American 
contributions (although rarely from academic unknowns) and such publica- 
tions as The Commercial and Financial Chronicle. Also missing were two 
journals which recently began publication. 

While there is evidence of a general shortage of contributed articles, Table 
1 indicates that the problem varies widely from journal to journal. Thus the 
number of articles received by journals ranged from 25 to 400 with the rate 


TABLE 2.—NUMBER OF ARTICLES PUBLISHED COMPARED TO NUMBER OF CONTRIBUTORS 
FOR EAcu OF Five Journats, 1953-1958" 


Number of Number of 
1 Number of Number of Authors Having | Authors Having 
Journa Articles Contributors More than One |! More than Two 
Article Articles 
A 172 165 18 6 
B 167 141 30 10 
Cc 148 153 12 — 
D 136 129 12 — 
E 129 123 9 1 


* The time-period in each case is from the second issue of 1953 up to and including the first 
issue of 1958. Generally excluded are comments and book reviews unless they constituted 
full-length articles. 


of acceptance varying from a low of 17 to a high of 92 per cent. For obvious 
reasons no identification of particular journals can be made but the material 
suggests the fairly safe generalization that an author’s chances of having his 
article accepted are enhanced if he submits it to one of the journals of more 
limited circulation or to one of those which specializes in his field—although 
there are exceptions to this rule since some of the journals specializing in 
one field have rejection rates nearly equal to that of the American Economic 
Review. 

Upon what grounds do editors most frequently reject articles? The fore- 
most reason indicated was the belief that the rejected manuscript contributed 
nothing new to the field of knowledge; 23 of the editors gave this as a 
reason and 19 editors indicated that this was the most important and fre- 
quent reason. The second most important reason was that the article was 
not suitable subject matter for the journal to which it was submitted. Poor 
writing was the third most frequent cause for rejection, although a number 
of editors indicated that they tried to salvage worth-while contributions by 
revision whenever possible. 

Turning more directly to the question of the kind of treatment which a new 
contributor may expect, we are able to make the following observations: The 
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writer who submits a manuscript will normally receive fairly prompt notice 
of acceptance or rejection. Twenty-three editors reported that they gave 
notification one way or the other within 1 to 2 months, and only 2 editors 
reported a time-lag of as much as 4 months or more. Judging from the present 
writer’s admittedly limited experience, however, no news is generally good news 
in that journals are more likely to reject promptly than to accept promptly. 

If an author’s contribution is accepted, he may still expect considerable 
delay before publication is achieved. Ten of the journals reported lags of 
7 months or more between the time of acceptance and the actual appearance 
in print of an article. This time-lag is not as great as might be expected, 
however, when one remembers that the vast majority of journals included 
in this survey are quarterly publications and that the press typically takes 


TABLE 3.—PREFERENCE AS TO LENGTH OF ARTICLES 


Length Preferred Upper Limits as to Length 
Pages Number of Journals Pages Number of Journals 
1-5 1 10 2 
6-10 2 20 1 
11-15 9 25 1 
16-20 4 30 1 
21-25 + 40 1 
Over 25 2 45 1 
No Preference 4 


about 3 months to “produce” an issue after all of the editorial work on 
it has been completed. The waiting period between the time of acceptance 
and appearance in print can also be explained in part by the necessity felt 
by many editors of having authors make extensive revisions. Eighteen of 
the editors reported that major revisions were frequently necessary while 21 
noted the frequent need for minor revisions. Only one editor declared that 
no revisions by the author were necessary for accepted articles. 

One of the kinds of revisions frequently called for is a reduction in the 
unnecessary length of an article. Yet writers ordinarily need not fear that 
papers will be rejected because of length. While it is true that most editors 
prefer shorter articles, only 7 stated that they had a definite limit as to the 
number of pages. Of these 7, 5 reported that they published long articles in 
more than one instalment, the sixth said his journal did so but only on rare 
occasions while the seventh reported that his journal had occasionally pub- 
lished extremely long articles in a separate supplement. Table 3 provides 
a summary of the attitudes of editors with respect to length of articles. 

The number of comments received upon articles varies widely between 
journals as well as between articles. Varying widely also is the proportion 
of the comments received which editors publish. Eleven journals, for example, 
have a policy of publishing no comments but merely make such comments 
available to the original author. Two editors declared themselves willing to 
publish as many worth-while comments as they received. This offer is 
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TABLE 4.—BASES FOR SELECTION OF BOOK REVIEWERS 


We A 


Special knowledge of field 

Critical ability 

Interest in and availability for reviewing 

Desire to spread reviewing function broadly 

Desire to give younger reviewers an opportunity 

Preference for staff members of university sponsoring journal 
Membership in association 

Lack of connection between reviewer and author 


limited, however, by uncertainty as to their definition of “worth-while” and 
the fact that these same editors reported receiving few comments. One editor 
places a minimum length upon comments and will publish only those which 
are considered to be full-length contributions. Half of the editors limit the 
number of comments upon any particular article to one or two although 
2 editors indicated they would allot more space to comments upon a paper 
that has aroused particular interest. 

A number of considerations guide editors in their choice of book reviewers. 
Foremost among these, of course, is the desire to get competent people with a 
knowledge of the field, but also important is the problem of finding persons 
willing to undertake the task. Thus while in general editors prefer the services 
of recognized authorities in the field, the shortage of available reviewers opens 
the door for young scholars. Strengthening this tendency is the effort of three 
editors who stated that they try to get as wide a diversity of reviewers as 
possible. Table 4 summarizes the bases for the selection of book reviewers. 

While our evidence suggests that additional publication space for economic 
research is not needed at present, it would be a disservice to the editors of the 
various journals to suggest that they are desperately seeking manuscripts of 
any quality. It was quite clear from their comments that most of them already 
receive more than enough material of dubious quality. The above information 
may serve, however, as encouragement to new contributors who fear that their 
first efforts have no chance of publication. 

Howarp D. MarsHALL* 


* The author is assistant professor of economics at Vassar College. 


The Limitations of Capital Coefficients: A Comment 


In a recent issue of the American Economic Review R. A. Gordon [5], in 
attempting to throw some light on the difficulties of using an aggregate capital 
coefficient, was able to apply his data on capital-output relationships to a dis- 
cussion of the collapse of investment in the United States during the depres- 
sion of the ’thirties. His conclusions show the need for looking at the sector 
capital coefficients and other factors affecting the volume of investment be- 
sides the growth of output. 

The interesting feature of Gordon’s stimulating article is his use of a net- 
of-depreciation estimate of the capital stock when measuring the capital- 
output relationships. But once the chance of a discrepancy between annual 
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replacement and annual depreciation charge is recognized, the net estimate of 
the cay ital stock may no longer give an adequate representation of the relation 
between output and capacity. Gordon hints at the problem when he says 
[5, p. 321] he has “‘. . . touched on a number of other problems significant for 
growth studies: . . . and the possibility of discrepancies between depreciation 
and replacement; . . .” 

Some years ago Domar [1] and Eisner[2] attempted to test the relationship 
between annual depreciation and annual replacement in order to see what 
modifications might be necessary in existing growth theory. Although the 
models contained greatly simplifying assumptions, their treatments brought 
out certain significant points. There is nothing to support the proposition that 
annual replacement equals annual depreciation. The margin between the two 
aggregates will depend upon the real rate of growth of gross investment, the 
life-span of assets, and the rate at which prices are rising. Hence explanations 
of events on the basis of data taken from net estimates of the capital stock 
may be erroneous. 

The question with which this paper is concerned is how far an analysis 
based upon the net estimates alone has to be modified when a comparison is 
made with information derived from gross estimates of the capital stock. 
Gordon’s material provides an interesting framework in which to compare the 
relative merits of the two methods of computing the various capital coeffi- 
cients. 


I. Estimates of the Gross Capital Stock 


The estimates of the gross capital stock of the United States are based upon 
the usual “one-hoss shay” assumption about investment, i.e., that the assets 
are replaced fully when they are retired at the end of the assumed length of 
life. The data are built up mainly from material provided in Goldsmith’s 
volumes on savings in the United States [4]. The assumed life-spans of the 
various categories of assets are taken also from this source. However, it proved 
necessary to supplement this information with material from other compila- 
tions [3] [9] [10] [11], and in some cases interpolations had to be made 
between benchmark dates. After an estimate of the life-span of each type of 
asset was made, gross investment within the period for each category was 
added to get an estimate of the gross capital stock in the final year. An ex- 
ample may help to illustrate the approach: if the life of an asset was 10 years 
then the gross capital stock for the category in 1949 would be equal to all 
gross investment between 1940 and 1949. The gross capital stock for all assets 
with a life of 20 years would amount to total gross investment between 1930 
and 1949. In this way the over-all capital stock was built up.? 


*In discussions of capital-output relationships the appropriate definition of replacement 
seems to be as follows: it is the replacement of the output of one capital good with a 
similar output from another piece of capital equipment. The connection between capital 
and output is the important feature of replacement in this context and not changes in 
the capital value of assets. 

The estimates represent a rather narrow definition of the capital stock as all inventories, 
consumer durables, net foreign assets and the value of nonfarm land are excluded. Further- 
more, certain minor items which fall within the definition of investment have been ex- 
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The usefulness of these estimates may be questioned because of the limited 
basis on which they are built. Almost unchanged asset-lives throughout the 
entire period and the “‘one-hoss shay” assumption do limit the applicability of 
the material, but such constraints seem to be a necessary preliminary to the 
derivation of statistical series. Furthermore, the same type of criticism can be 
directed to the net-of-depreciation estimates. 

In Table 1 these estimates are shown along with figures for the gross na- 
tional product for the selected years used in this paper. An interesting feature 


TABLE 1.—Gross Caprtat Stock AND Gross NATIONAL PRODUCT OF THE 
Unitep StaTEs; SELECTED YEARS, 1900-1949 


(billions of 1929 dollars) 


Year Gross National Product* Gross Capital Stock 
1900 36.3 124.9 
1903 42.3 142.6 
1912 53.5 206.0 
1913 56.5 214.7 
1923 80.2 285.7 
1929 98.4 362.7 
1939 97.5 395.9 
1948 150.5 449.3 
1949 149.2 462.8 


* The GNP series is taken from Gordon [5, Tables 1 and 2, pp. 309 and 311]. 


is that whereas the net capital stock series increased some three times between 
1900 and 1949, the gross capital stock increased nearly fourfold. 


II. Comparison of Gross and Net Coefficients 


The basis of Gordon’s work is a selection of years which will provide capital- 
output ratios for periods of relatively full employment, though the object is 
really to get estimates for years when the capital stock is being used to ca- 
pacity. The year 1939 does not really fulfill this requirement but, as the whole 
decade of the ‘thirties was one of unemployment, it seems to be the most 
suitable one for use in the calculations. 

The over-all capital-output ratios based upon both the gross and net capital 
stock estimates are shown in Table 2 for the selected years of roughly full 
employment. Comparison of the two sets does not disclose any startling dif- 
ference between them; the average and marginal coefficients of the two sets 
also are not very different except in the period 1929 to 1939. When computed 
on a net basis the average capital coefficient records a fall between the two 
years but the gross computation shows a movement in the opposite direction. 
The low level of the average net capital coefficient in 1939 is hard to recon- 
cile with the subsequent rapid rise of output during the war years. As the 


cluded, such as “dealers’ commissions on the sale of houses” and used-car dealers’ margins. 
The total amount of spending on these deleted items was $1,339 millions in 1949 while 
total gross investment in other categories was $42,144 millions. 
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year 1939 does not really fulfill the requirement of a full-employment period, 
it would seem that the full-capacity level of the average net capital coefficient 
at that time would have been even lower than that actually recorded. The 
difficulties of interpreting this change between 1929 and 1939 are known and 
Gordon [5, pp. 309-10] has no alternative explanations to offer: “Of particu- 
lar interest . . . , the low value of the coefficient in 1939 despite the presumed 
existence of considerable idle resources in that year. . . .” 


TaBLe Ratios; SELECTED YEARS, 1900-1949 
(billions of 1929 dollars) 


Net Capital Stock Coefficients* Gross Capital Stock Coefficients 
Year Actual | Change} Avg. | Marg.c | Actual | Change| Avg. Marg. 

(1) (2) (3) (4) (5) (6) (7) (8) 
1903 113.1 2.67 142.6 3.37 
1913 162.8 49.7 2.88 3.50 214.8 72.1 3.80 5.08 
1923 224.5 61.7 2.80 2.60 285.7 70.9 3.56 3.00 
1929 284.8 60.3 2.89 3.31 362.2 76.5 3.68 4.20 
1939 266.0 |—18.3 2.73 | 20.89 395.9 33.7 4.06 |—37.45 
1949 330.7 64.7 2.22 1.25 462.8 66.9 3.10 1.29 


* Columns 1 to 4 are from Gordon [5, p. 309]. 

> Columns 7 and 8 are calculated from columns 5 and 6 and the GNP series shown in 
Table 1. 

° The marginal coefficient used in this and subsequent tables has a special meaning since 
it refers usually to changes in aggregates from one period to the next. A more correct term 
would be “incremental” but the terminology adopted by Gordon has been preserved to pre- 
vent confusion. 


The difference between the gross and net estimates of the average capital 
coefficient in 1939 permits a comparison of the usefulness of the two methods 
of measuring the capital stock. In the model underlying the measurement of 
the capital stock in gross terms we have the assumption about “one-hoss shay” 
investment so that, with some depreciation over the life of assets, the ratio of 
annual replacement to annual depreciation will be less than unity when cal- 
culated in constant prices for a growing economy. Depreciation is a function 
of all past investment now operating whereas replacement is the current-price 
equivalent of the earlier gross investment which has just been retired. The 
latter concept has to be qualified owing to the possibility that technical im- 
provements will result in the replacement of the old asset with a more produc- 
tive new asset costing no more than the original one. A downturn in activity 
following relatively high expenditures on investment may produce a situation 
where annual depreciation exceeds annual gross investment and a fall in the 
net capital stock will be recorded. On the other hand the volume of replace- 
ment may be less than the reduced level of gross investment and the gross 
capital stock may continue to rise. United States experience during the ’thirties 
seems to have been of this pattern. 

Therefore, when comparing the gross and net capital coefficients from 1929 
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onwards, the gross measure appears to give a more “reasonable”’ interpreta- 
tion of events. Certainly the rise in the average gross coefficient between 1929 
and 1939 suggests the existence of idle productive capacity which was to be 
utilized fully in the wartime period of output. Furthermore the extent of the 
fall in the gross and net coefficients between 1929 and 1949 differs markedly. 
The net average coefficient fell by over 23 per cent whereas the gross average 
coefficient declined only some 16 per cent. 

Gordon sees nothing in the 1929 net coefficients to suggest the development 
of excess capacity when these are compared with coefficients for earlier times. 
He has one reservation. The long-run trend in the average capital-output ratio 
may have been downward but confirmation of this point is hampered by the 
lack of data for a sufficieatly long period prior to the ’twenties. It might be 
held that the marginal net capital coefficient for 1923-29 was much above the 
preceding estimate, indicating a rate of growth of the net capital stock and of 
the average net coefficient which would lead to excess capacity. Such an inter- 
pretation seems to be far-fetched. The gross series do not provide alternative 
explanations and Gordon’s conclusion that there is little evidence by which 
one might have anticipated the catastrophic downturn of the ’thirties is sub- 
stantiated. 

As these calculations do not help in explaining events in the ’thirties or 
changes in the capital coefficients, Gordon disaggregates his model. Nonfarm 
residential building is separated from the other components of the capital 
stock and an additional factor is introduced—the rate of growth of population. 
The reason for the choice of nonfarm housing lies in the fact that an essential 
item in the analysis of housing expenditure is the internal migration in the 
United States from farm to city. One minor difficulty hinders the treatment 
of the gross estimates on the same basis as Gordon’s examination of the net 
position. He uses more recent estimates of nonfarm housing prepared by 
Grebler [6] as well as the familiar figures compiled by Goldsmith. The 
reason advanced for doing so is that Goldsmith’s estimates overstate the 
amount of residential building expenditure at least during the twenties [5, 
p. 315, n. 16]. Yet the use of Grebler’s series does not really seem to make 
very much difference; for this reason the comparisons between the gross and 
net estimates of the capital stock are made on the basis of Goldsmith’s esti- 
mates of nonfarm housing expenditure. 

In Table 3 the gross capital stock is split into two components—nonfarm 
housing and the rest—and these are compared with the number of nonfarm 
households and the gross national product. When the capital coefficients are 
re-examined in the light of these changes a different pattern is disclosed. The 
average housing coefficient (col. 6) shows a marked rise over the brief interval 
from 1923 to 1929 suggesting the development of excess capacity in the non- 
farm housing sector. One can cite additional evidence to support this judg- 
ment. In the first place gross residential investment was falling off from 1927 
onwards. Secondly, average expenditure per dwelling unit had been falling 
away since the turn of the century though this may have been a reflection of 
the decline in the size of families. The important aspect is the number of 
households rather than the size of them alone; the data in Table 3 do not in- 
dicate any long-run downtrend in the number of households. 
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TaBLe 3.—TuHE RELATION OF COMPONENTS OF THE Gross CAPITAL STOCK TO THE 
GNP anp NonFarm HovusEHo.ps; SELECTED YEARS, 1900-1948 


Gross Capital Stock Relation of 
Nonfarm Average N 
onfarm 
House- Capital- 
y Excl. Nonf holds* Out Housing to 
Housing (millions) to Households* 
(1) (2) (3) (4) (5) (6) 
1900 83.5 41.4 36.3 10.3 2.4 4.0 
1912 144.4 61.6 53.5 14.9 | 4.1 
1923 201.0 84.7 80.2 19.6 2.5 4.3 
1929 248.4 113.8 98.4 23.1 3.3 4.9 
1939 273.6 122.3 97.5 3 Be 2.8 4.4 
1948 317.9 131.4 150.5 34.7 2.1 3.8 


* Number of households taken from Gordon [5, Table II, p. 311]. 

> Column 5 is from column 1 divided by column 3. 

¢ Column 6 is from column 2 divided by column 4; Gordon refers to the ratio shown in this 
column as the “average housing coefficient.” Although this terminology is a departure from 
the usual use of the term coefficient it will be continued in this paper to preserve comparabil- 
ity. 


Nevertheless, our main interest is in the comparison of the gross and net 
coefficients. In Table 4 the average and marginal coefficients are shown for 
both the gross and net estimates of the capital stock. Let us look at the hous- 
ing coefficients. If we accept Gordon’s view that Grebler’s estimates are more 
accurate, there is even less evidence than with Goldsmith’s series on residential 
building to support his claim for the existence of excess capacity unless we 
place more reliance on two suspect series, i.e., the long-run downtrend in the 
average housing coefficient and a comparison of the marginal coefficients. The 
word “suspect” is used advisedly as there is no real evidence up to 1939 of a 


TABLE 4.—COMPARISONS OF THE MARGINAL AND AVERAGE COEFFICIENTS DERIVED FROM 
THE Gross AND Net CapiTat Stock EstimaTEs, In 1929 Prices 


Gross Capital Stock* Net Capital Stock 
Capital Housing Housing Coefficient Capital 

Vear Coefficient Coefficient Goldsmith | Grebler Coefficient* 

Avg. | Marg. | Avg. | Marg. | Avg. | Marg. | Avg. | Marg. | Avg. | Marg. 

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) 
1900 | 2.30 _ 4.0 — | 3.23 — | 3.50 — | 1.84 _ 
1912 | 2.70 3.54} 4.1 4.4 | 3.27] 3.35 | 3.40} 3.2 | 2.01] 2.37 
1923 | 2.50 43 4.9 |3.35| 3.60] 3.12} 2.2 | 1.98] 1.92 
1929 | 2.52 2.60} 4.9 8.3 | 4.00| 7.66] 3.49] 5.5 | 1.96] 1.84 
1939 | 2.80 |—28.00| 4.4 1.8 | 3.17 |—0.98 | 2.85 |—0.3 | 1.83 | 15.89 
1948 | 2.10 0.84} 3.8 1.3 | 2.65| 0.56} 2.39] 0.5 | 1.52| 0.95 


* Columns 1 to 4 are taken from or calculated on data from Table 3. 

> Columns 5 to 10 are based on Gordon [5, pp. 311-12]. 

* The capital coefficient refers to a relation between the capital stock, excluding nonfarm 
housing, and the GNP. 
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downtrend in the average housing coefficient while the statistics of the mar- 
ginal coefficients could be changed markedly by small shifts in the original 
aggregates on which they are based. The main contrast between the gross and 
net coefficients is the greater stability of the former. Thus the fall in the aver- 
age gross housing coefficients between 1929 and 1948 is much smaller both 
absolutely and relatively. 

In the case of the other capital coefficients, excluding nonfarm housing, 
once again the main difference between the gross and net series is the shift in 
the average coefficients between 1929 and 1938; the gross measure shows an 
increase while the reverse holds for the net series. As there is no obvious 
downtrend in the average capital coefficient, gross and net, up to that time, 
the sharp rise in the gross average coefficient from 1929 to 1939 points to the 
existence of idle facilities in the latter year which were to provide the basis 
for the rapid expansion of production in 1941 and 1942. On the other hand, 
in trying to forecast events after 1929, it is difficult to find evidence in support 
of the argument that excess capacity was building up between 1923 and 1929. 
In both the gross and net series there is very little change in the average and 
marginal coefficients. 

The discussion supports the argument that an analysis based solely upon 
the net series may give an erroneous picture of developments within an econ- 
omy. The necessity of measuring the gross capital stock with a “one-hoss 
shay” assumption about the behavior of replacement makes it necessary also 
to hold some reservations about the data, but the treatment suggests the im- 
portance of looking at the gross as well as the net estimates of the capital 
stock. If usefulness in interpreting events is the sole criterion of judgment 
then the gross estimates do give as much information as the net ones, and in 
addition throw more light on some happenings than is the case with the net 
estimates alone. 


III. Comparative Full-Employment Models for the ’Thirties 


In view of the evidence showing the importance of nonfarm housing in the 
expansion of the ’twenties, Gordon sets out to discover the magnitude of the 
adjustment needed should the average coefficients have been kept at the 1929 
level during the ’thirties. The question is asked in the following way: If 
there had been no prolonged depression and if output per capita had continued 
to grow in the 1930’s at the same rate as in the period 1923-29, how much 
net investment would have been needed to maintain the 1929 housing and 
nonhousing average coefficients? 

We will look at the question from the viewpoint of both gross and net in- 
vestment and compare the results. Population enters into each of the main 
items: first, in the households which influence the housing component of in- 
vestment and, secondly, through the assumption of growth of output per head. 
For this reason the assumptions about the rate of population increase bear 
heavily upon the final results. Three different rates of population growth are 
assumed. 

Table 5, containing the calculations on the basis of net investment, is a 
shortened version of a table in Gordon’s article except that estimates have 
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been made with Goldsmith’s data for the nonfarm housing stock as well as 
from Grebler’s information. There is no great difference between the results 
from either of these sources except in the special case where the additional 
nonfarm housing investment to maintain the 1923-29 marginal coefficient is 
calculated. The basis of the three different population estimates is straight- 
forward: column (1) shows the actual increase recorded during the period 
from 1930 to 1939; column (2) assumes that population grew at the same 
rate per year as in the period 1925-30 and this abstracts roughly from the 
effects of depression upon the increase in population but allows for the drying 
up of immigration; and, in column (3) it is assumed that the population in- 


TABLE 5.—NEtT INVESTMENT NEEDED IN 1930-39 TO MAINTAIN THE 1929 CapPITAL 
COEFFICIENTS WITH DIFFERENT RATES OF GROWTH OF POPULATION AND THE 
Same Rate or Growrn or Output Per HEAD As IN 1923-29 


(in 1929 prices) 


With With With 
Populati Population Population 
opulation | Growth Twice | Growth Twice 
Growth the Absolute | the Absolute 
a Amount of Amount of 
xperienced | 1925-1930 1920-1925 
(1) (2) (3) 
A. Total required net investment based 
upon: 
i. Grebler’s housing estimate 75.9 92.0 103.2 
ii. Goldsmith’s housing estimate 78.2 95.2 106.3 
B. Additional housing investment re- 
quired to maintain the 1929 marginal 
housing coefficient 
i. Grebler’s estimate 9.4 12.7 14.6 
ii. Goldsmith’s estimate 16.8 22.7 26.0 


creased by the same rate per year as between 1920 and 1925 and this ab- 
stracts from the effects of a falling off of immigration. 

Gordon shows that the net saving ratio has been declining from the begin- 
ning of the century in the United States while gross savings have remained 
constant at about 20 to 22 per cent of gross national product. With the ratio 
of depreciation to gross national product rising from 9.8 per cent in 1904-13 
to about 11.2 per cent in 1919-28, it would seem that, under the growth condi- 
tions postulated, net saving would have been about 8.5 per cent of the gross 
national product for 1930-39. This would have meant a total net saving for 
the decade of about $100 billions. In this case net investment under the first 
two assumptions would have been insufficient to absorb the estimated full- 
employment savings. If the 1923-29 marginal net housing coefficient had been 
maintained (item B in Table 5), the gap between full-employment savings 
and investment would have been closed except in the case of the population 
increase actually registered during the period from 1930 to 1939. 
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The implications of these calculations will be reviewed later when the same 
sort of calculations will be made with the gross capital stock estimates. Gordon 
recognizes one weakness in his argument; gross saving would have been the 
same in the ’thirties as in preceding decades and, given the falling net savings 
ratio, the proportion of depreciation allowances in the gross national product 
would have had to rise. Therefore additional gross investment would have 
been needed in the ’thirties to offset the additional gross saving in the form of 
these larger depreciation allowances. On this point the gross estimates should 
be able to throw some light as there is no reason to assume that the required 
gross investment would have been forthcoming. 


TaBLe 6.—Gross INVESTMENT NEEDED IN 1930-39 TO MAINTAIN THE 1929 CaPITAL 
COEFFICIENTS WITH DIFFERENT Rates OF GROWTH OF POPULATION AND THE SAME 
Rate or Output PER HEAD AS IN 1923-29 


(in 1929 prices) 


With With With 
Populati Population | Population 
opulation Growth Twice |Growth Twice 
roma = the Absolute | the Absolute 
Ex many q | Amount of | Amount of 
xperienced | 1925-1930 | 1920-1925 
(1) (2) (3) 
A. Assumed population in 1939 (millions) 130.9 136.3 140.5 
B. Required increase in gross nonhousing 
stock to maintain 1929 average coefficient* 76.3 89.7 100.0 
C. Assumed number of nonfarm households 27.7 29.3 30.2 
D. Required increase in gross housing stock 
to maintain 1929 average coeffacient> 22.5 30.4 34.8 
E. Total increase in the gross capital stock 
(B+D) 98.8 120.1 134.8 
F. Replacement falling due in 1930-39: 
1. Nonfarm housing 8.2 8.2 8.2 
2. Other 59.7 59.7 59.7 
G. Total gross investment in 1930-39 to 
maintain 1929 average coefficients (E+-F) 166.7 188.0 202.7 
H. Additional increase in the gross capital 
stock to maintain the 1929 marginal 
housing coefficient? 15.6 21.1 24.1 


* The coefficient used in line B is 2.52 from Table 4. 

> The coefficient used in line D is 4.9 from Table 4. 

© The replacement series is taken from the same sources as our data for the capital stock 
estimates discussed in Section II. A small error in this series arises as some replacement in 
the latter years of the decade would represent gross investment in earlier years. This follows 
from the fact that some asset lives are less than 10 years. As the replacement series used in 
the table is based upon actual investment whereas we are treating the investment sufficient 
to absorb full-employment savings, the estimates of replacement shown may be understated. 
The amount cannot be large since the estimate of total actual replacement falling due was 
$67.9 billions and of this $2.2 billions was part of the actual gross investment between 1930 
and 1939. As actual gross investment in the period from 1930 to 1939 was $101.5 billions com- 
pared with our estimates ranging from $167 to $203 billions, the possible error arising from 
this source would be only $1 to $2 billions. 

4 The estimate in line H is built:up from the difference in the marginal and average coefti- 
cients, 8.3 minus 4.9, in Table 4, 
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In Table 6 the estimates are set out showing gross investment needed in 
the period 1930 to 1939 to maintain the 1929 average capital coefficients. The 
first part of the table follows the pattern developed by Gordon but we have 
to include the amount of replacement which has to be added to the estimates 
of the rise in the gross capital stock before arriving at an estimate of total 
gross investment over the ten years from 1930 to 1939. The results in item G 
have to be compared with assumed gross savings of between 20 and 22 per 
cent of the gross national product. Given the annual rates of growth of popu- 
lation and output per head, we would have an estimated gross national product 
for the decade of, in column 1, $1,140 billions, in column 2, $1,170 billions, 
and in column 3, $1,190 billions. Total gross investment would at no time have 
been sufficient to absorb the estimated full-employment level of gross savings 
even allowing for the maintenance of the 1923-29 marginal housing coefficient. 
In fact the gross investment sufficient to maintain the 1929 average gros: co- 
efficients equals some 15 to 16 per cent of the gross national product. The 
margin between the estimates of full-employment gross savings and the actual 
gross investment required to maintain the 1929 average gross coefficients has 
disclosed an adjustment problem which could not be appreciated from the net 
calculations. 

Our main interest is in the much different answer obtained when the prob- 
lem is reconsidered in the light of the estimates of the gross capital stock. 
While the net estimates suggest that if population growth in the ’thirties had 
been much the same as in the ’twenties the task of reconstruction would have 
been negligible, there is no such comfort in the gross estimates. 

Admittedly Gordon does hint at the possibility of this large difference but 
the magnitude of the variation cannot be gauged from his net estimates. It is 
disguised partly by his choice of a falling proportion of net savings in the 
gross national product at the same time as gross savings are held constant. 
The estimates disclosed in Table 5 would have been interpreted differently if 
the net savings ratio had been held at 10 per cent of the gross national prod- 
uct. However, Gordon was trying to assess long-run trends and his error em- 
phasizes the limitations of relying upon one set of data when analyzing the 
development of the economy. Another approach illustrates the inadequacy 
even more strikingly. The actual amount of replacement required between 
1930 and 1939 was about $68 billions but the total amount of depreciation 
during the period was between $90 and $100 billions on the basis of Gordon’s 
net estimates. In short, productive capacity would have expanded by up to 
25 per cent more than one would have anticipated from using the net esti- 
mates. 

Looking specifically at the interpretation of events in the ’twenties and 
thirties, one finds that the gross estimates do not seriously weaken Gordon’s 
conclusion that the boom of the ’twenties rested heavily upon an expansion of 
residential building. Where the interpretation differs is in the size of the ad- 
justment which would have been necessary if full employment was to be 
continued in the ’thirties. The gross saving ratio may have had to fall by as 
much as a quarter since the scope for offsetting changes in the rate of growth 
of output was most limited; the estimated rate of growth—2 per cent per head 
—was above the long-term average. The essence of the analysis is the dis- 
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closure of the lack of clarity surrounding the use of any single concept of 
capital. 


IV. Disaggregation and the Sector Capital Coefficients 


While the division between housing and the other components of the capital 
stock does bring out certain relationships, the apparent stability of the non- 
housing average capital coefficient may disguise equally significant disturb- 
ances in much the same way as Gordon shows the inadequacy of the over-all 
capital coefficient. The main object of the earlier sections has been the com- 
parison of gross and net series, but the aim here is to test the effect of further 
disaggregation by breaking down the gross capital stock, other than the non- 
farm housing group, into a number of sectors and relating these to some 
measure of output. As the available data on output is of limited reliability, 
the usefulness and accuracy of the actual figures found for these sector capital 
coefficients should not be overrated. Our interest is in the proportionate roles 
and general pattern of change in each sector. We do know that output at- 
tributable to the farm sector has been a declining proportion of the gross 
national product [8, pp. 326-27]. Information is also available on the shares 
of selected industries in the net national product from 1869 to 1948. These 
have been used to find annual estimates of the share of the farm sector in the 
gross national product by simple linear interpolation between the benchwork 
dates [7, p. 102, Table 17]. Rather than attempt an estimate of the output 
for each sector, only farm capital stock is related to farm output, while the 


TABLE 7.—RELATION BETWEEN INDUSTRIAL Gross CAPITAL STOCK AND Gross 
NATIONAL Propuct Less Farm Output 


(in 1929 prices) 


1900 1912 1923 1929 1939 1948 
1. GNP less farm output 
a. Total 30.2 46.3 71.6 88.1 89.3 | 140.6 
b. Change _ 16.1 25.3 16.5 1.3 51.3 
2. Industrial equipment stock 
a. Total 19.6 36.0 53.7 65.9 63.3 83. 
b. Change — 16.4 17.7 12.2 | —2.6 20.5 
3. Industrial buildings stock 
a. Total 37.5 63.3 85.9 106.6 | 111.0 | 112.4 
b. Change _— 25.8 21.4 20.7 4.4 1.4 
4. Equipment-output ratio 
a. Gross average coefficient .65 .78 75 8 71 60 
b. Gross marginal coeffi- 
cient 1.02 -70 | —2.17 -40 
5. Buildings-output ratio 
a. Gross average coefficient 1.24 1.37 1.20 1.21 1.25 80 
b. Gross marginal coeffi- 
cient 1.60 -85 1.26 3.67 .03 
6. Ratio of equipment to 
building stock (2a/3a) 
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TABLE 8.—RELATION BETWEEN Farm CapiTaL Stock AND FARM OUTPUT AND 
ADMINISTRATIVE CAPITAL StocK AND Gross NATIONAL PRopuct 


(in 1929 prices) 


1900 1912 1923 1929 1939 1948 
1. Farm equipment-output ratio 
a. Gross average coefficient .63 .88 .69 -78 | 1.30 
b. Gross marginal coefficient 2.28 | —.07 35 | 3.73 
2. Farm buildings-output ratio 
a. Gross average coefficient 1.96 2.30 2.44 2.20 2.70 | 2.45 
b. Gross marginal coefficient — 4.25 3.11 1.01 -25| 1.24 
3. Administrative capital-GNP 
ratio 
a. Gross average coefficient .29 -42 41 
b. Gross marginal coefficient -68 Al |—27.08 -26 


industrial capital stock is related to gross national product less the output of 
the farm sector, and the administrative capital stock is related to gross na- 
tional product.* 

The capital coefficients for the industrial gross capital stock are examined 
in Table 7. The equipment sector is remarkably stable indicating a ready 
adjustment of equipment to output; this is not surprising considering the 
short life-span of this type of good. A noticeable feature is the fall in capacity, 
as measured by the average coefficient, between 1929 and 1939 in the equip- 
ment stock. This contrasts with the results shown in Table 4 where the gross 
average coefficient, excluding nonfarm housing, rose between 1929 and 1939. 
The other surprising feature of the table is the very small rise in the gross 
industrial buildings stock after 1929. The effects of twenty years of depres- 
sion and war show up particularly well in this sector. In the final line of Table 
7 a ratio of equipment to building stock is calculated. From 1900 to 1923 this 
ratio shows a steady rise, then stability between 1923 and 1929, a falling off 
to 1939, and then a rapid rise to 1948. The 1948 ratio of .75 was about the 
“right” relationship on an extrapolated trend of the 1900-23 ratio. The fact 
that the ratio of equipment to building stock was abnormally low in the 
twenties may indicate a further factor contributing to the breakdown in 
1929. Given that the trend is significant, the ratio of equipment to buildings 
should have been about .67 in 1929. It would seem that industrial buildings 
were erected at a rate in excess of the requirements set by output at that time. 
Although the evidence no more than scratches the surface, the excess capacity 
in nonfarm housing appears to have been duplicated in the industrial building 
sphere by 1929. 

The two remaining groups confirm the possibilities of variation in the capi- 
tal coefficients. In Table 8 one can see the great differences from the over-all 
capital coefficients. The large rise in the average capital coefficient for farm 

* The administrative group comprises all capital works by government and their agencies, 


other than the Reconstruction Finance Corporation expenditures on civilian plant and 
equipment, and spending on capital works by nonprofit institutions. 
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equipment may reflect an erroneous measure of the share of farm output in 
the gross national product in the postwar years. The administrative sector 
records a steady rise temporarily offset by the effects of war. Government 
expenditures during the depression accelerated this upward trend. This aspect 
stresses a major difficulty in the interpretation of over-all capital coefficients. 
In Tables 2 and 4 it was thought that the increase in the average gross co- 
efficient between 1929 and 1939 gave a more reasonable interpretation of the 
situation as it helped explain the sharp rise in output during the early war 
years. Yet the rise in the over-all gross average coefficient was taken up 
largely by the increase in the average coefficient for the administrative sector.‘ 
Although some types of governmental capital expenditure may provide im- 
portant external economies for industry, an expansion cannot be looked upon 
in the same way as a rise in the stock of industrial equipment when explaining 
a rapid rise in the output of an economy. 

Objections to the expression of sector capital coefficients in this way may 
be serious but the alternatives shown throughout the paper provide some 
means of checking the individual estimates. The advantages stemming from a 
splitting of the aggregate capital coefficients are a removal of some conjecture 
when interpreting over-all calculations and a better assessment of changes in 
productive capacity. 


V. Concluding Comments 


There are different measures of the capital stock permitting the derivation 
of markedly different answers in any relation or function incorporating capi- 
tal. Although our particular estimates of the gross or net capital stock are 
based upon fairly rigid assumptions about replacement and depreciation, their 
diversity illustrates the practical limits in applying any concept of capital. 
Thus by using either one of the series we may get answers which do not give 
an accurate description of economic behavior. If the disparity between re- 
placement and depreciation is recognized, the gross estimates are more likely 
to be useful than the net estimates. When the capital stock is broken down 
into its major components and related to some measures of output, the ques- 
tion of a meaningful interpretation of capital estimates becomes even more 
complex. No good purpose is served by relying upon any one set of estimates 
of the capital stock. 

W. P. Hocan* 


*The increase in the over-all gross average capital coefficient between 1929 and 1939 
was .38. The rise recorded for the administrative sector was .25. Other changes were: 
industrial equipment — .02, industrial buildings .06, farm equipment and buildings together 
registered — .01, and nonfarm housing .10. 

*The author is lecturer in economics at Newcastle University College, University of 
New South Wales, Australia. 
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General Economics; Methodology 


Hamburger Jahrbuch fiir Wirtschafts- und Gesellschaftspolitik. Edited by 
He1nz-Dietricu Ortwies. Tiibingen: J. C. B. Mohr (Paul Siebeck), 
1958. Pp. 263. DM 18,00. 

This is the third volume in a series of yearbooks sponsored by the Akademie 
fiir Gemeinwirtschaft, Hamburg. As the editor states, the purpose of these 
yearbooks is to offer busy graduates of the social sciences a survey of new 
developments in their fields which they might find useful for their professional 
practice as managers and administrators. 

The first part of the present volume contains ten papers on a wide range of 
subjects. A general introduction is provided by the translation of Joseph 
Schumpeter’s presidential address on Wissenschaft und Ideologie (Science and 
Ideology), delivered at the 1948 meetings of the American Economic Asso- 
ciation. The remaining papers give a good cross-section of current academic 
thought in Germany. Siegfried Landshut interprets the historical background 
of Menschenrechte (human rights), as codified by the United Nations and a 
majority of modern constitutions. Martin Lohmann, in a stimulating article on 
Die westdeutschen Investitionen und ihre soziale Problematik (West German 
Investments and their Social Implications), suggests a revision of investment 
theory on the basis of experiences gained in a decade of German investment 
policy. Bruno Molitor propounds the Soziale Marktwirtschaft (Social Mar- 
ket-Economy), a concept of social policy developed by the German school of 
Neo-Liberalism. Ralf Dahrendorf contributes Zu einer Theorie des sozialen 
Konflikts (Toward a Theory of Social Conflict) in which he attempts to ar- 
ticulate a systematic theory of conflict between organized interest groups. 
Heinrich Popitz publishes his inaugural address Zum Begriff der Klassengesell- 
schaft (On the Concept of Class Society), an empirical survey of the ideas 
600 German workers had about their society. Erik Boettcher’s Dezentralisier- 
ung und Rationalisierung in der Sowjetunion (Decentralization and Rationali- 
zation in the Soviet Union) evaluates recent Soviet economic reforms which 
are interpreted to have introduced market elements into Russian interindustry 
relations to cope with shortages in the supply of manpower. Eberhard Witte’s 
Vertretung des Offentlichen Interesses in der privaten Unternehnung (Repre- 
sentation of Public Interest in Private Enterprise) defines the term “public 
interest” in German corporation law. Karl-Hermann Capelle contributes Zur 
Problematik der Allgemeinen Geschaftsbedingungen (On the Problem of Gen- 
eral Trade Terms) in which he distinguishes between use and abuse of con- 
tract clauses in the “self-made law of commerce.” Finally, concern about the 
political future of underdeveloped countries is expressed in Erwin Hassel- 
mann’s Gedanken iiber genossenschaftliche Selbsthilfe und Fremdhilfe in den 
Entwicklungs‘indern (Thoughts on the Cooperative Movement in Develop- 
ing Countries), an appraisal of the role international cooperative assist- 
ance might play in the social and economic development of “third areas.” 
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The second part of the Jahrbuch offers some major reviews and interpreta- 
tions of books—mostly American—widely discussed in recent German litera- 
ture. Gisbert Rittig reviews Sweezy’s Theory of Capitalist Development and 
Heinz Kluth reviews Riesman’s The Lonely Crowd, both now translated into 
German. Bernhard Grossmann reviews Oriental Despotism by Wittfogel whose 
earlier work on the economy and society of China (published in Germany 
1931) is receiving new attention as Chinese Communism has become “the 
biggest and by far the most formidable mass movement in human history.” 
A large number of recent publications on Entwicklungsprobleme unentwickel- 
ter Linder (Development Problems of Underdeveloped Countries) is re- 
viewed by Peter Meyer-Dohm. Alfred Christmann, in a report on Macht und 
Verantwortung in der “klassischen” und “befestigten” Gewerkschaft (Power 
and Responsibility in the “Classic” and “Established” Trade Union), reviews 
recent translations of Briefs’ and Tannenbaum’s books on the labor move- 
ment. Bruno Molitor discusses Slichter’s concept of Creeping Inflation, a topic 
of special concern to inflation-conscious German economists. Finally, Egon 
Tuchtfeldt reviews official documents on Der Gemeinsame Markt (The Com- 
mon Market) to appraise principles and problems of the European Economic 
Community. 

The Jahrbuch thus lives up to its stated objective of summarizing for the 
German “man of affairs” recent contributions to scholarly literature and is a 
convenient means of acquainting the American reader with current German 
thinking on economic problems. As stated by a reviewer in the Revue Fran- 
¢aise de Science Politique: Il n’y a pas trop de “Jahrbiicher” s’ils doivent tous 
ressembler a celui-ci. 

WERNER HocHWALD 

Washington University 


Economics: An Analytical Approach. By Ratpu K. Davipson, VERNON L. 
SMITH, and Jay W. Wirey. Homewood, Ill.: Richard D. Irwin, 1958. 
Pp. xviii, 393. $7.00. 

The authors wrote this introductory textbook mainly for students of the 
pure and applied physical sciences. They assumed that this large and growing 
group of readers could grasp economics more readily and firmly if it corre- 
sponded in method and spirit to the work undertaken in science courses. To 
this end the book contains more mathematics than beginning texts customarily 
include. Furthermore the examples were picked with the academic personality 
of the engineer or chemist in mind. In other ways too, the tone resembles that 
of a book in the physical sciences. 

The quality and quantity of preparation in mathematics which a reader 
would need lie well within the attainments of typical science students. This 
restraint in the employment of mathematics is wise since it would be easy to 
overestimate the abilities of students to use their mathematics outside the sub- 
jects in which they originally applied them. The authors hope that many 
students besides those in the physical sciences will also find this special ap- 
proach valuable. Unquestionably all students commencing the study of eco- 
nomics equipped with the minimum skill in mathematics desirable for them 
to have would profit greatly by this sort of introduction to economics. Even 
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if they had a much lower level of mathematical facility they could easily com- 
prehend all but a very small part of the book. There are employed, for ex- 
ample, over 100 graphs, most of which contain only the kind of mathematics 
long found understandable by a wide range of beginners in economics. 

In comparison with other texts this book is short. The authors limited its 
scope, as the title indicates, to subjects which they could treat by “an ana- 
lytical approach.” They consequently excluded all history and most descrip- 
tion. The descriptive passages that remain occur most often in the discussions 
of money and banking, business organization, international trade, and eco- 
nomic development. Some largely nonanalytic topics usually found in begin- 
ning economics are absent, e.g., labor, public finance, and economic systems. 
A book of this length must even abridge the part of economics generally 
counted as analytical. For instance, often extensive topics, such as consumer 
preference or the different models of markets with intermixtures of competi- 
tion and monopoly, receive a quite brief coverage. 

The book opens with several elementary chapters on microeconomics and 
closes with four more that apply the same method to more intricate cases. 
These chapters interpret in detail the operation of the price system mainly by 
means of the well-known and professionally approved partial equilibrium 
models. It is pleasant to find included an attempt at that pedagogically diffi- 
cult task, a compact and nonmathematical interpretation of the general equi- 
librium. The middle chapters, besides containing the descriptive divisions 
mentioned above, offer the student a macroeconomic summary of the economic 
problem. This summary begins with a consideration of national income, pro- 
ceeds to a simple Keynesian model to explain the conceivable causes of changes 
in income, and ends with a study of business cycles and countercyclical policy. 

As is proper in any classroom text, the authors have restricted their exposi- 
tion to the most basic and least controversial parts of the subjects they se- 
lected. It is impossible to disagree with their reasoning without either being at 
odds with the opinions evidently held by most economists, or without in- 
appropriately enlarging upon secondary points. The book well reflects the 
consensus of up-to-date opinion on what is fundamental in economic theory. 
In doing so it reveals the very recent origin of current textbook economics, for 
a large fraction of the topics examined was not found in the textbook of 
twenty years ago and a small part was not even in the specialized literature of 
that time. These modern essentials of analytic economics are explained con- 
cisely and clearly in a manner that should satisfy both the student and the 
instructor. 

R. S. Howey 

University of Kansas 


Principles of Economics. By Henry Grayson and Puiuipp H. Lonman. New 
York: American Book Co., 1958. Pp. xviii, 691. $7.00. 

This text, designed for use in the first college course in economics, is not a 
revolutionary departure from several of those widely used in this field. The 
declared objectives of the authors are an appropriate integration of empirical 
material and theoretical analysis, together with a proper perspective of the 
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discipline of economics within the area of the social sciences. These objectives 
have been quite well accomplished. In most respects the treatment is both 
broad enough in its coverage to meet the needs of those students for whom the 
first economics course is a terminal one and at the same time it is sufficiently 
thorough to establish the necessary foundation for other students who may 
take additional work in the subject. 

In Part I, something over 100 pages, the student is introduced to basic 
definitions and concepts. Part II deals with money and banking, taxation, and 
the volume of governmental spending. National income determination, busi- 
ness fluctuations, governmental measures to promote economic stabilization, 
and the economics of war are presented in Part III. These three divisions to- 
gether make up slightly more than half the book. Part IV contains the theory 
of the firm, price determination, and a chapter on agriculture. Functional and 
size distribution of incomes and a description of the structure, history, and 
legal regulation of labor organizations are incorporated in Part V. Finally, 
under the heading “The World Economy” there is an examination of inter- 
national economics, economic development of underdeveloped areas, and con- 
ditions for economic growth. For each chapter there are questions for review, 
questions for application of the material presented in the chapter and selected 
readings. Included at the end of the book are a glossary of terms as well as a 
supplementary bibliography. 

In introducing the student to a field of study, definitions and working con- 
cepts may be introduced at the beginning of the course so that the student 
quite early has at hand the tools he will rely upon in later analysis, or alter- 
natively definitions and concepts may be introduced throughout the course of 
study as they are needed for immediate application. The former procedure is 
adopted here. Although the treatment of subject matter is generally satisfac- 
tory, some questions as to sequence and content should be raised. Comparative 
economic systems is taken up in Chapter 2 although the student at this point 
has little basis for a grasp of the nature of the issues involved, even less for 
critical understanding of them. Absent entirely from the book is a description 
of any form of insurance or of the social security system. There are a number 
of references to governmental operation as it affects specific economic activi- 
ties, but there is no systematic presentation of the interrelationship between 
government, in its different economic aspects, and the capitalist system. Also, 
some economic policy suggestions are made rather uncritically. For instance, 
the suggestion that to attain economic stability in a private-enterprise system 
large business units might well be relied upon to administer the economy for 
the benefit of small business, labor and the consumer may be sharply ques- 
tioned on several grounds. On a different plane, there is incomplete labeling 
of some graphs. 

In spite of these critical comments, this book has real merit as a beginning 
textbook. Rather more attention is given to the place of economics within the 
general area of the social sciences than is found in many other texts. It is 
written at a suitable level and is generally clear, accurate, and interesting to 
read. With the exceptions noted above, the coverage is good, including recent 
developments in economic analysis which can be usefully handled at the be- 
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ginning level. The presentation is competent and so arranged that it may be 
adapted for use in either a one- or two-semester course. 
Vance Q. ALvis 
West Virginia University 


Intermediate Economic Theory. By JosepH P. McKenna. New York: Henry 
Holt (Dryden Press), 1958. Pp. xiv, 319. $4.90. 

In the preface to this book, the author says that: “One of the most regret- 
table changes in the study of economics is the shift in emphasis from political 
economy to economics.” Further he states that “. . . I have tried to emphasize 
the role of economic theory as a guide to policy.” This ambitious objective, 
however, is not attained in the book. In fact, there is some measure of disap- 
pointment. 

If one seeks a simplified and somewhat clear and brief statement of some 
basic and generally accepted tools of economic analysis, these are presented in 
an adequate manner in most instances. The “. . . integration of value theory 
and distribution theory” is noted by the author as one of his principal peda- 
gogic innovations. This seems to be a somewhat naive claim. (The reviewer in 
a principles book co-authored with Fairchild and Buck several years ago in 
discussing the rates for the agents of production indicated that these were 
based upon market demand and supply forces.) Most teachers and students of 
economics have long looked upon the forces determining the worth of the 
agents of production as but one manifestation of the typical value problem— 
only with the nature of the demand and supply forces being of a different 
structure. Indeed, no new trail is blazed here. What we have is a valuation 
problem that is different only in kind not degree nor technique. 

So far as individual topics, the author treats these generally in a rather 
clear, although often superficial manner. A somewhat general failing is that 
many of the items discussed seem to be thrown together without an under- 
lying theme or thread by means of which the student can develop a framework 
of analysis. The author divides his book into five major parts—the firm, the 
household, the market, the society, and the future—and all of these within a 
compass of some 300 pages. The ambitious undertaking falls short of fulfilling 
a need for a well-presented, integrated textbook in the field of intermediate 
economic theory. For example, the entire analysis of costs, revenue, and out- 
put, the supply of products and the demand for factors is accomplished in the 
short space of approximately 100 pages. 

For the student who has had a good background in basic elementary eco- 
nomics there is little that is new or trail-blazing here. A quick glance at estab- 
lished elementary economics textbooks (Samuelson, Morgan, Bach, Harris, or 
Fairchild, et al.) shows a more intensive and deeper analytical coverage— 
more challenging to the student—of substantially all of the topics discussed 
by the author. There are, to be sure, some variations. For example, the author 
presents a sound argument for the use of the concept of opportunity costs as 
the basis for managerial supply decisions and the use of the marginal cost 
curve in lieu of the more traditional supply schedule curve. 

The discussion of demand, its elasticity, the measurement of elasticity, and 
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the use to be made of average, marginal, and total quantities is all quite ele- 
mentary and should be familiar to the student before he reaches the study of 
intermediate theory. If review of these concepts is necessary background, 
then the author should have carried his analysis further in many instances. 
In fact, one of the general failings of the book is that the foundations for eco- 
nomic analysis are usually presented in a superficial manner. The concept is 
introduced, an elementary presentation of the author’s own approach follows, 
and this usually ends the discussion. One waits for the integration into public 
policy, but finds in most cases that this consists of a few pages at the end of a 
chapter, not tied into the basic body of thought, but presented more or less as 
an afterthought and moral judgment. 

The discussion of choice of units in Chapter 3 is enlightening and some- 
what different, but again the author does little more than present the problem. 
Chapter 4 on linear processes probably constitutes one of the author’s major 
contributions. In Part II there is a clear, although again elementary, analysis 
of consumer choice, especially of utility and indifference. Part III deals with 
the market and presents a series of topics, but with little integration, purpose, 
or relationship indicated. Standard topics are treated in a generally standard 
and elementary manner—pure competition, monopoly, monopolistic competi- 
tion, oligopoly, and the like. Another of the highlight chapters is 14, con- 
cerned with the general and with aggregate analysis. Good use is made of the 
input-output table for the United States for 1947. A clear and simple descrip- 
tion of consumption, savings, and investment follows. 

If the author does meet his objective it is in the last two chapters where he 
presents some of the analysis of national income from a public-policy view- 
point and considers stability, change, and progress. One refreshing note about 
the book is the fact that the author presents no mathematical excursions that 
are not clearly described in the text. The few uses made of quantitative analy- 
sis are clear and readily understood. 

In spite of the elementary level at which the book is pitched, the reviewer 
finds it a book that could serve well as a guide or manual to the intermediate 
student who finds traditional economic theory too complex. 

REUBEN E. SLESINGER 

University of Pittsburgh 


A New Prospect of Economics. Edited by G. L. S. SHACKLE. Liverpool: Liver- 
pool University Press, 1958. Pp. xiv, 498. 30s. 

This is an introductory text authored by members of the department of 
economics and commerce at the University of Liverpool and designed and 
organized by G. L. S. Shackle. Within its 29 chapters it contains, with certain 
exceptions, the essence of introductory economic analysis as written by com- 
petent persons. Shackle has contributed a foreword and three introductory 
chapters on “Scope, Method, and Tools.” The unique feature is the book’s 
reversion to the older tradition of presenting early in the analysis the theory of 
value and distribution, which Shackle believes to be “logically prior to, and 
more fundamental than, the superficial pattern of money income and expendi- 
ture flows in an enterprise economy.” The remaining chapters treat, though 
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sometimes in unfamiliar order, the familiar topics—theories and functions of 
money; the Keynesian employment analysis; growth; social accounting; 
market practices relative to firms, products, and labor; international trade; 
and the role of government. 

In view of Shackle’s earlier rather strong views with regard to basic eco- 
nomic theory and methodology (his Time in Economics and Expectations in 
Economics aroused extensive debate over the subiectivist approach to eco- 
nomic analysis and decision-making), the reader turns to this text with “po- 
tential” enthusiasm. How did Shackle (or did he?) apply his views in 
arranging a basic principles book? How did he reconcile his subjective ap- 
proach with the more mechanical equilibrium and probability notions he 
earlier criticized, and which are basic to much of maximization analysis? He 
had, for example, sternly berated the concept of the stationary state, and the 
lack of realism in abstract theory. He had considered the traditional business 
cycle treatment, including the multiplier and acceleration concepts, wooden 
and mechanical, because they omitted vital subjective elements. Does the 
New Prospect reflect these views? 

The answer has to be that there is little evidence of any impact of Shackle’s 
earlier views upon the treatment of the subject matter in the text. Throughout 
the book, the stationary, static, mechanical, elegant abstractions are there in 
full dress. However, business cycle theories have been omitted altogether in 
favor of a very thorough treatment of Keynesian employment theory. The 
most uniquely Shackle feature of the New Prospect, then, may be in its giving 
top priority in sequence and space to an analysis of marginal choice—of con- 
sumers, producers, factor owners—as an important contributing element in 
value determination. The exposition on marginalism, however, is traditional— 
much like Wicksteed’s—though with the indifference technique incorporated 
in consumer theory. 

The organizational arrangement of topics and the treatment of some of them 
are, however, debatable. Several chapters (Chapter 3 on mathematical tools, 
17 on social accounting, 27 on statistical sources) seem awkwardly uninte- 
grated, the latter two using only British material. Competitive and noncom- 
petitive firm theory are 12 chapters apart, giving a false impression of their 
separateness. The chapter on growth and the sections on international trade 
and government are disappointingly old-fashioned, sketchy, poorly designed 
to motivate the student, or lacking in coverage of vital facets of these sub- 
jects. There is only the barest reference to economic development. The in- 
stitutional treatment of labor organization and its impact on society are 
hardly mentioned. 

At the elementary level, it is seldom a question of the validity of the treat- 
ment of topics, but of their order, the inclusiveness of the presentation and 
the impact upon the student. It is not sufficient in an introductory text for 
competent persons simply to discourse fluently on various topics without 
giving special attention to the motivation of the student, emphasis, and co- 
ordination of subject-matter by appropriate use of headings, charts, sum- 
maries, questions, etc. 

For its reversion to the traditional value and distribution attack on the 
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subject, which may be quite warranted by the continued near full-employment 
conditions of modern times, and for the logical fluency of the exposition, the 
text deserves commendation. There is, moreover, plenty here to challenge and 
interest. The sparseness in certain areas, and the absence of concern with 
motivation detract from what is basically a sound and innovative approach. 
RICHARD J. WARD 
New York City 


Price and Allocation Theory; Income and Employment Theory; 
Related Empirical Studies; History of Economic Thought 


Oligopolio e progresso tecnico. By Paoto Sytos Lasini. Publicazioni della 
Facolta di economia e commercio dell’ Universita di Roma, Vol. V. 
Milan: Giuffré, 1957. Pp. iv, 207. L. 1000. 

Paolo Sylos Labini is an outstanding member of the postwar generation of 
Italian economists. His book Oligopolio e progresso tecnico (Oligopoly and 
Technical Progress) is a work in economic theory which English-speaking 
economists could read with profit. The volume has two somewhat less than 
perfectly integrated parts, which can loosely be described as the microeconomic 
and the macroeconomic. 

The first half of the book constitutes a contribution to the theory of 
oligopoly price-determination. Sylos’ basic hypotheses are that oligopoly mar- 
kets dominate modern economies, and that their form is typically that of 
“concentrated oligopoly,” involving a few large firms, together with a “fringe” 
of small ones, perhaps a few of intermediate size. Essentially, he suggests, 
these firms—large, medium, and small—employ distinctive technologies, with 
the large firms typically much more highly mechanized, and having distinctly 
lower unit direct costs. Unit direct costs are roughly constant for each type 
of firm up to a capacity limit. 

Sylos’ thesis supplies content to the kinked-demand-curve and full-cost- 
pricing approaches to oligopoly price. The kinked-demand hypothesis explains 
why oligopolistic firms tend to perpetuate a price once established. But what 
price will this be? The full-cost principle suggests that generalized changes 
in cost tend to give rise to proportional changes in selling price, preserving 
the former margin or mark-up. But what determines the size of the mark-up 
that is so protected? 

The author suggests that equilibrium price in concentrated oliogopoly is 
determined essentially by the nature and location of the discontinuities of 
cost levels among firms of different sizes (using different techniques). The 
dominant, “price-making” firms choose from among price levels that will 
put or keep a given competitor or group of small competitors (who are “price- 
takers”) out of the market, or keep them from expanding their shares. The cost 
discontinuities mean that only a few prices out of the whole range of possible 
ones are candidates for consideration. Each of these possible equilibrium 
prices is surrounded on both sides by the instability involved either in price 
wars or in the entry or expansion of competitors. Which price among the 
several possibilities is chosen is partly a matter of calculation and partly of 
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history. Given the cost levels and capacities of plants of the various types, the 
level of the equilibrium price is also affected by the size of the market, the 
elasticity of market demand, and the level of factor prices. However, fluctua- 
tions in the level of demand (other than permanent growth in the size of the 
market) or in its elasticity will ordinarily not affect the level of equilibrium 
price. 

Once price achieves equilibrium, in a market of concentrated oligopoly, a 
generalized change in the level of costs displaces the equilibrium, he shows, 
in rough proportion to the change in cost. An initial adjustment in proportion 
to cost-change (with a possible further minor correction) will restore the 
previous market equilibrium; acceptance of the mark-up formula thus avoids 
the instability of price wars or the destabilizing effect of new entry. 

The transition to the macroeconomic analysis rests on several further 
propositions. One is that technological progress, which is assumed to reduce 
costs primarily for the large firms using advanced technology, tends there- 
fore to raise the average mark-up over direct cost, creating extra profits. These 
profits become the target for wage demands from strong unions, which are 
not strongly resisted by the large firms, for they raise the cost base of all 
firms, small as well as large, and permit the raising of prices to compensate. 
Technological gains tend, thus, not to be passed along in lower prices, but to 
be retained in the industries of their origin either as higher profits or higher 
wages or both. 

There is not room to develop the essence of the author’s macroeconomic 
argument. As opposed to the diffusion of the fruits of technological progress 
through lower prices that would occur under competition, oligopolistic price 
rigidity tends to reduce aggregate demand or to prevent sufficient rise to ab- 
sorb the workers displaced by technological change, which is characteristically 
labor-saving in its initial impact. The reviewer found parts of the macro- 
economic argument imperfect. Nevertheless, the conclusions are stimulating 
and may be more correct than some of the argument which supports them. 

Sylos Labini is widely familiar with the literature in these areas, and makes 
effective use of it. He is Schumpeterian rather than Keynesian in basic 
macroeconomic approach, although he agrees that Keynes was essentially 
correct (in some respects), but for the wrong reasons. In particular, he agrees 
that government stimulus to aggregate demand will be required to avoid 
stagnation and technological unemployment in a technically progressive oligop- 
olistic economy. Little or nothing can be done to attack oligopoly directly, 
for it is an inevitable concomitant of modern technology. 

Interestingly, there is not a word to indicate whether or to what extent 
the author thinks that his analysis is relevant to the permanent or “structural” 
unemployment of his own country, which has kept 10 to 15 per cent of the 
labor force without jobs during the entire postwar period. Hardly any Italian 
economist has advocated measures to increase aggregate demand in Italy as a 
means of absorbing the unemployed, and it is not clear whether Sylos Labini 
is doing so. 

GARDNER ACKLEY 
University of Michigan 
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Business Cycles and Economic Growth. By James S. DuEsENBERRY. New 
York: McGraw-Hill, 1958. Pp. xi, $6.50. 


A large portion of recent business-cycle and growth theorizing centers 
around the construction of models based upon the interaction of the acceler- 
ator and multiplier relations. To generate cycles, the models have to be at 
least second-order and, to minimize the mathematical difficulty, the models 
have to be linear. Unfortunately second-order linear difference equations can 
generate but five types of time series, each of which is unacceptable as a 
representation of the behavior of income over time. To obtain a model which 
yields an acceptable time series, various authors have suggested that con- 
straints, shocks, or variability of the parameters be added to the basic model. 

The core of Duesenberry’s significant contribution to dynamic economics 
is a modification of the accelerator-multiplier interaction which he labels a 
capital-income adjustment process. This process relates the rate of growth 
of income and the capital stock to the capital-income ratio. Equality of the 
rate of growth of income and the capital stock is the equilibrium condition. 
His model is such that there are either two equilibrium real rates of growth, 
one stable the other unstable, or no real equilibrium rate of growth. He focuses 
attention on the stable real solution and investigates the conditions under 
which it will dominate the behavior of the economy. 

Whereas other accelerationist writings on growth and business cycles are 
primarily concerned with demonstrating that economic assumptions can be 
strung together so as to generate both cycles and growth, Duesenberry takes 
these properties for granted. His aim is to use the formal model to explain 
such observations as the variety among business cycles, the great depression of 
the 1930’s and the generally sustained growth of the era prior to the first world 
war. The resulting volume is truly a path-breaking handbook which marks 
the coming of age of the accelerationist doctrine. By carefully using the formal 
model to explain the past, Duesenberry has taken the first giant step in ex- 
amining whether the accelerator-multiplier process can be used to predict the 
future. 

To explain not only the similarity but also the diversity among observations, 
the characteristics of the parameters of the model have to be made explicit. 
Duesenberry interprets the coefficients of the model as the result of market 
processes rather than as fixed technological or behavior coefficients. As the 
market processes of an economy change over time, the range of values that 
the coefficients can take on also changes. Therefore an invariant set of rela- 
tions is capable of generating sustained growth during one, and severe depres- 
sions during another, epoch. 

Of particular interest is the treatment of the accelerator as a coefficient of 
induced investment rather than as a technological constant. The accelerator 
reflects the effect of changes in income on the marginal efficiency of capital 
and the marginal cost of funds. The marginal cost of funds and the savings 
ratio are both related to profits which in turn depend upon income and the 
capital stock. The changes in the accelerator and consumption coefficient due 
to past values of income and capital stabilize the rate of growth of income 
as long as the capital-income ratio is not too large. If the capital-income ratio 
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becomes too large, which can only occur due to a fall in income, the economy 
will no longer be within the domain of stable growth and severe depressions 
will ensue. 

Duesenberry separates two sets of factors which can lead to deviations from 
stable growth. One set, based upon ceilings, primarily due to labor and finan- 
cial market considerations, is capable of generating only brief interruptions 
of the growth process. The second set, based upon shocks primarily from the 
financial system, is capable of causing a large enough fall in income so that 
factors tending to stabilize the rate of growth of income are not effective. Al- 
though ceilings can cause declines from the equilibrium rate of growth, shocks 
are required to cause severe depressions. 

The emphasis upon market phenomena as determining the behavior of the 
coefficients in the aggregate model makes it necessary to consider in detail 
the behavior of particular sectors. The analyses of the behavior of investment 
in housing, the effects of oligopoly and the source of funds upon investment, 
and the effects of the money and the labor market upon income are, inde- 
pendently of their place in the over-all theme of the volume, important con- 
tributions to dynamic economics. 

Readers will find many details (both analytical and concerned with the 
interpretation of evidence) on which they differ from Duesenberry. However, 
such details are not significant in evaluating a path-breaking integration of 
analytical and empirical material. Future serious students of business cycles 
and growth will of necessity have to use this volume as a “taking-off point” 
for their own work. In such a manner this volume advances the important 
business of economic science. 

HyMAN P. MINSKY 

University of California, Berkeley 


The Investment Decision—An Empirical Study. By JouNn R. MEYER and 
Epwin Kun. Harvard Economic Studies CII (David A. Wells prize 
essay for year 1954-55). Cambridge: Harvard University Press, 1957. 
Pp. xv, 284. $6.00. 

There is a good deal of agreement among economists that our understanding 
of investment behavior is much less satisfactory than that of other aspects of 
the economic process. Some of the most illustrious economists have put a great 
stress on the “non-economic” determinants of investment; this position has 
been summarized by Klein’ as follows: “The fluctuations in investment are 
related to highly volatile, capricious, unpredictable exogenous forces such as 
population movements, wars, inventions, and psychological judgments.” Hence 
a study, such as that under review, placing the investment decision in a frame- 
work of an economic model is of obvious interest and importance. 

Despite the emphasis of the subtitle on its empirical aspects, the book is 
far from a pure description or a mechanical application of data-processing 
techniques. In addition to a brief survey of a number of theories of investment 
(Ch. 2), analytical considerations are to be found in connection with most 


*L. R. Klein, Economic Fluctuations in the U. S., 1921-1941, Cowles Commission 
Monogr. No. 11, New York 1950, p. 38. 
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of the tests of the various hypotheses to which the major part of the book 
is devoted, both as justifications of the techniques adopted and as explanations 
of the results obtained. Furthermore, the last chapter is devoted to a theory 
of the investment decision compatible with the available empirical findings. 
(A very helpful summary of empirical results from other studies is to be found 
in an appendix to Chapter 2.) 

The study is confined to plant and equipment investment during the years 
1946-1950 in roughly 600 U. S. firms (in a dozen manufacturing industries) 
whose securities were registered with the Securities and Exchange Commission. 
For each firm annual observations were available on over 20 variables, in- 
cluding equipment purchases, various assets and liabilities, profits, and divi- 
dends. In addition, certain price variables, characteristic of the economy as 
a whole, such as the rate of interest and the relative labor/capital price index, 
or of an industry as a whole, in particular the stock price index, were used. 

The authors’ basic objective is to determine the relative importance for the 
investment decision of the different variables which may be, or have been, 
suspected of having an appreciable effect. Some of these variables, especially 
prices, do not vary observably from firm to firm and can only be investigated 
by following responses to changes over time. Chapter 11 is the only one de- 
voted to such time-series analysis, while the bulk of the book (Ch. 6-10) is de- 
voted to results of cross-section analysis, by industries, both on an annual 
basis and for the five-year period as a whole. The basic “molecule” of the 
annual cross-section analysis is a multiple regression relationship with (gross) 
investment in plant and equipment (denoted by 7) as the dependent variable 
and a group of six explanatory independent variables. Furthermore, there are 
two alternative cross-section models: the “profit model” and the “sales model.” 
There are, as a rule, six multiple-regression equations per industry per model: 
the five annual ones and that covering the five-year period as a whole. 

Of the 6 independent variables, 5 are common to the two models: the de- 
preciation expense D, an (adjusted) equipment-age index A, change in sales 
S’, a “needed capacity” index C, and net quick liquidity stock LZ. In addition 
to these 5 variables, the “profit model” also includes the variable “net profits” 
P, while the sixth variable of the “sales model” is “sales” S. Both models are 
assumed linear. Some of the independent variables were lagged by one year, 
and all variables, both dependent and independent, were deflated by previous 
year’s gross fixed assets K. Indicating this deflation by an asterisk, and a year’s 
lag by the subscript —1, the two models can presumably be written as follows 
(with constants and random components omitted) : 

Profit Model: 


= aP* + bD*_, + cA*_., + + eC* + fL*,; 
Sales Model: 
1* = gS* + hD*_, + iA*_, + jS’* + RC* + mL*,. 


[Incidentally, one mild complaint on the reader’s behalf is that quite a bit 
of hunting and conjecturing is necessary to be clear as to just how the vari- 
ables are defined; the relations are written symbolically, but one has to wade 
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through verbal explanations to find out their precise functional form; the 
definition of C on p. 79 seems to be in error, and the statement, also on p. 79, 
concerning exceptions to nonlinearity causes difficulties: it might have been 
better to say that the equations are linear in all variables, including the 
capacity C and the “age” variable as adjusted by procedures described on p. 
61. (This is the interpretation to be given to A as used in this review.) | 

The authors compute the least-squares estimates of the regression coeffi- 
cients a, b, . . ., m. In addition, they also compute the corresponding stand- 
ardized (“beta”) values and also partial correlation coefficients. These results, 
including also the multiple correlation coefficients, are presented in Appendix 
B of the book. In the text, reliance is placed primarily on the patterns of the 
partial correlation coefficients. As an example of the procedure, it is seen from 
Table 16, p. 122, that the partial correlation coefficient of gross investment /* 
and capacity C* tends to be higher for most industries in the years 1946 and 
1947 than in the years 1948 and 1949. C* is regarded as an “accelerator varia- 
ble” and the conclusion drawn is that the “acceleration principle” was most 
effective under the full-employment conditions of the immediate postwar years 
and least effective during the subsequent recession. 

The focus of the cross-section analysis, which, of course, involves a great 
deal more than the sample just given, is the test of two chief hypotheses: the 
acceleration principle, and the internal liquidity principle. As to acceleration, 
as already indicated, its effectiveness was found to be higher during full-capa- 
city operations than during recession. On the financial side, aversion to ex- 
ternal financing was found to prevail. This means that low internal liquidity 
may well be a powerful factor in restraining investment a firm might be in- 
clined to undertake. Now, in the short run (as represented here by the annual 
correlations) the firm’s liquidity is the residual from profits after the relatively 
rigid items (dividends, inventories) have been taken care of. Hence high 
annual correlations between investment and profits. In the long run (as repre- 
sented by the five-year correlations), on the other hand, the correlations of 
investment with sales and capacity tend to be higher, thus vindicating the 
acceleration principle. As the authors see it, there is a desire to maintain a 
fairly stable ratio of capital to output (the accelerator), but the timing of 
investment decisions to accomplish this objective depends on profits through 
internal liquidity conditions. 

As for the time-series analysis, the authors’ conclusion is that neither the 
relative labor/capital price nor the rate of interest is of any serious importance, 
while the stock prices do have a significant effect, possibly as expectation in- 
dicators. 

The theoretical discussion of the last chapter relates these interpretations 
of the empirical findings to a model whose emphasis is on an oligopolistically 
structured industry. The marginal cost curve of a typical firm is assumed 
(approximately) horizontal up to the point of full capacity, and very steep 
from there on. When equilibrium is disturbed, say by an upward shift of the 
industry’s demand curve, there will be (due to the shape of the cost curve and 
to the presence of oligopoly) a tendency to avoid an upward price adjustment. 
Instead, once the capacity limit has been reached, there will be informal 
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rationing in the short run, capacity expansion (as permitted by profit-gener- 
ated internal liquidity) in the long run. Under more competitive conditions, 
firms may be afraid to defer investments until internal liquidity permits, hence 
will tend to resort to external financing, and will consequently be more sensi- 
tive to conditions of the capital market. The aversion to external financing is 
attributed in large part to the corporate structure of a firm where ownership 
and management are separated. 

A study of this type naturally raises a host of technical problems, especially 
in the realm of statistical techniques. The authors make a highly commend- 
able effort to describe the procedures followed in the selection of variables 
and observations, as well as to justify the choice of one statistical approach 
over another. Indeed, some of the statistical discussion is of independent in- 
terest. Nevertheless, despite the sophistication and erudition in matters 
statistical displayed throughout, the study lacks, in the reviewer’s opinion, 
a formulation that would present us with a well-defined statistical inference 
(or, more broadly, statistical decision) problem or set of problems. For this 
reason, one finds it difficult to say whether, or in what sense, certain facts have 
been empirically established. But, at the very least, the analysis of the data 
leads the authors to the formulation of an interesting hypothesis which may be 
tested on other data. Actually, the accomplishments of the book go well beyond 
a mere setting up of a hypothesis; and a great many facts, especially in the 
realm of the interrelationship between financing and industrial structure and 
concentration, are convincingly brought out. 

The authors are willing to look at, take advantage of, and if possible recon- 
cile, a variety of approaches without at the same time surrendering a viewpoint 
of their own. This nondoctrinaire spirit is most refreshing. 

Hurwicz 

University of Minnesota 


Priskalkulation og prispolitik—En analyse af prisdonnelsen i dansk industri. 
By ByarkE Foc. Copenhagen: Einar Harcks Forlag, 1958. Pp. 292. Dkr. 
36. 

The businessman has long been the despair of devotees of price theory. Ig- 
norant of his marginal costs, unaware of the concept of demand elasticity and 
seemingly indifferent even to the precepts of profit maximization, he threatens 
by his unprincipled behavior to destroy the very foundations of economic 
theory. At least, this impression has been fostered by the Hall and Hitch 
inquiry in England and similar empirical research in the United States. Now, 
Bjarke Fog has shown that the same sorry state of affairs exists in Denmark 
where he interviewed businessmen in some 140 industrial firms to learn how 
they set prices. But Fog, like Fritz Machlup before him, is not duped by what 
businessmen say: They may talk of full-cost pricing but it is at least possible 
that they actually do maximize their long-run profits nevertheless. Marginal 
analysis, he seems to say, may yet be saved. 

In Denmark as elsewhere price-makers in industry add their mark-ups to 
average cost (usually not “direct” or variable but total unit cost, including 
an allocation of overhead). The reasons why businessmen rely on some sort 
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of full-cost pricing are obvious. There is a strong urge for a price determined 
by cost alone, a price which can be called and felt to be a “fair price,” and a 
price which can be based on readily available accounting data. Fog’s infor- 
mants talked about all these matters, but interestingly enough when they got 
down to business, so to speak, they would find ways of escaping the strait 
jackets into which their pricing methods tended to lace them. Acutely sensi- 
tive to demand conditions they would often vary their mark-ups. In a large 
number of cases, however, the margins were kept fixed, and instead the cost 
accounting was tampered with until it provided a satisfactory rationalization 
for a desired price. To cut its price for a particular order, one firm would 
charge the raw materials on a FIFO basis instead of its usual LIFO. Another 
firm adjusted prices for one line, which was running into sales resistance, by 
a paper reorganization of production which reduced the overhead allocated to 
that line. When a product showed a loss, one firm would reallocate fixed costs, 
in perfect awareness of the illusory nature of the improvement, so that “we 
don’t have to grumble about some products showing a loss.” Another firm, in a 
similar situation, cheerfully continued to turn out the products which on paper 
showed a loss, reflecting a justified distrust of its own cost accounting. (One 
firm, Fog found, went so far as to base its costing on the hypothetical posses- 
sion of the more efficient machinery employed by a competitor.) 

Naturally enough, Fog rejects the simple notion that cost plus a rigid mark- 
up is even an adequate description, let alone an explanation, of the pricing 
process. But although most of his informants were quite aware of demand 
problems, it was as difficult. as ever to pin down even subjective conceptions 
of elasticity. In many cases the individual firm’s sales curve was thought of as 
infinitely elastic and the industry’s demand curve as completely inelastic; but 
generally Fog’s businessmen were far more concerned with shifts in the de- 
mand curve than with its shape. 

Do they maximize profits? To be sure some say they want to maximize 
“long-run profit” (which as Fog is aware can mean almost anything). Others, 
not surprisingly, claim to be more interested in stable profits or in reasonable 
ones (neither too small nor embarrassingly large). Even where profit maxi- 
mization was a declared objective, considerations of turnover or liquidity often 
seemed to bear more directly on pricing, and sometimes the pricing policy was 
the precarious resultant of the conflicting interests of, say, production and 
sales departments. 

Ultimately, then, the mystery of pricing once again proves elusive, even 
though the author has profited much from the work of his predecessors and 
tried hard to overcome the linguistic and other barriers which separate the 
students of business from its practitioners. Perhaps we are unlikely to learn 
much more about pricing by asking businessmen what they do and why they 
do it. Price is normally set in some sort of a market, and even price-makers 
with considerable discretion in their pricing are subject to influences beyond 
their control and often beyond their articulate awareness. The entrepreneur 
may, as P. J. Wiles claims, “hold to amy price that experience shows to be 
profitable”—he may do so for a while, but the crux is what competition, actual 
and potential, will eventually do to press him towards profit maximization and 
efficiency. The “historical element” in prices which Hall and Hitch emphasized 


| 


BOOK REVIEWS 167 


conceals the market’s search for a level, and in the long run this rather than 
the tentative groping by individual entrepreneurs may be what matters even 
in rather imperfect markets. 

It seems unfortunate that Fog so studiously refrains from discussing the 
wider significance of his problem. The question he sets himself is whether the 
curious devices to which businessmen resort in setting their prices actually 
by some tortuous path lead them where marginal analysis would have taken 
them, or whether we need newer and more adequate price theories, more 
precisely descriptive of the process of price formation. (His answer, by the 
way, is a guarded “perhaps.”) But is this all that the controversy about mar- 
ginalism is about? Marginal analysis in price theory is at present sustained 
largely by faith; yet there is a good reason why it clings so stubbornly to life: 
one thing we want a price theory for is to evaluate the efficiency of the eco- 
nomic system. Whether businessmen happen to maximize their profits is less 
important than whether they produce socially desirable quantities in an efficient 
way, and it is from its linkage to the economist’s glimpse of a rational universe 
that marginal theory derives much of its vital power. On this issue, Fog is 
silent, although it would seem from his material that perhaps resource alloca- 
tion is less seriously distorted by actual pricing practices than one might 
at first suspect. Where competitive pressures do exist, they break through the 
misleading calculation of his businessmen and force them towards profit 
maximization and survival. Where competitors are absent, profits are not 
maximized and prices are held down by a variety of forces: a lingering but 
real concern with just price, and also the fear of new entrants and of foreign 
competition. 

We might also want a price theory to throw some light on the problem of 
price stability, and here it is perfectly possible that traditional price theory is 
less adequate. One suspects that the phenomenon of inflation-cum-recession 
will not be understood without reference to cost-pricing, but one looks in vain 
for a discussion of inflation in Fog’s book, although evidently it was a frequent 
topic of conversation in his interviews. 

If these are some of the weaknesses, the strength of the book lies in the 
rich and enlightening presentation of actual pricing methods as Fog en- 
countered them. They do not by any means always conform to expectations, 
and much of his material would no doubt be of interest to an English-speaking 
audience. 

GorAN OHLIN 

Stanford University 


Untersuchungen iiber die Theorie des dynamischen makrobkonomischen Kern- 
prozesses. By Hersert Geyer. Frankfurter wirtschafts- und sozialwissen- 
schaftliche Studien 2. Berlin: Duncker & Humblot, 1957. Pp. 170. DM 
17, 00. 

This is what happens when an unusually gifted and diligent German student 
writes a doctoral dissertation under poor or no supervision: He is encouraged, 
or at least allowed, to choose a topic on which Dennis Robertson could write a 
witty 20-page article, Alvin H. Hansen a solid 350-page textbook, and a good 
ten-man team a four-volume reference work: Dynamic Macroeconomics, 
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Viewed Historically and Systematically. This is not the literal translation of 
the title but it is exactly what the author attempts; the doctrinal development 
in the first part, and the eclectic marshalling of various systematic building ma- 
terials in the second. Actually, it is quite superfluous to render the sequence 
of chapters and the particular order of the author’s ideas because there is 
virtually no aspect of this oceanic topic—except the statistical!—that he does 
not try to incorporate. The miracle is not that he fails. The miracle is that, 
all-told, he does so well. One can take issue with many of his evaluations but 
must admit they are all serious, intelligent, and tactful. 

Geyer tends to overvalue not only Keynes as pure theorist but highly ag- 
gregative theory in general; the trend, salutarily, is away from that. Also, 
many of the most enthusiastic dynamic-model builders would now counsel to 
adjust downward Geyer’s appraisal of the cognitive value of schemata which 
are either completely aprioristic or, on their outer empirical periphery, out of 
touch with the factually plausible. 

No one could accuse Geyer of having read too little. Curiously, though, 
he has blind spots whenever the literature becomes empirically highly relevant. 
On the expectations theme, for instance, not only are his sources strangely 
thin, but the selection seems to betray an almost anti-empiricist bias. The 
German contributions to the measurement of entrepreneurial expectations by 
Oskar Anderson, Jr., and his group in Munich may well have been overlooked 
when the author finished his manuscript; others could not. Likewise, while 
the manuscript is pre-Meyer- and -Kuh, pre-Koyck, and was written prior to 
many other investigations irito the formation of investment decisions, there are 
certainly many others that should have been considered. Instead, we find pro- 
tracted refutations of opinions of people who Geyer, the reader, and the 
profession know deserve very little attention, and none whatsoever in this 
context. 

So long as a dissertation is conceived of as a kind of comprehensive written 
examination (and is it not the attitude in many universities?), the published 
result is no joy to read, no matter how brilliant the candidate. In this specific 
case, the publication is even rather unfair to the author, who has long since 
shown that he has progressed and matured well beyond this kind of thing. 

EBERHARD M. FEts 

University of Pittsburgh 


Decreasing Costs as a Problem of Welfare Economics. By C. J. Oort. Amster- 
dam: Drukkerij Holland, 1958. Pp. xii, 187. $1.50. 

This book, which is Dr. Oort’s dissertation, treats one of the thorniest prob- 
lems in welfare economics: indivisibilities and economies of scale. The study 
stems from a report which he prepared for the Council of Europe on the eco- 
nomic theory of optimum railway freight rates, but this problem is not spe- 
cifically discussed here. As a result of the study’s original orientation, how- 
ever, Oort’s ultimate aim is to reduce rigorous abstract welfare theory to as 
many valid policy conclusions as possible. 

Oort begins by restating and accepting the usual marginal conditions that 
determine a Pareto optimum. Since this is familiar territory to most econo- 
mists, this section is probably drawn out more than necessary. Recognizing 
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that marginal cost pricing causes decreasing-cost industries to incur a deficit 
at any positive level of output, he raises two issues that occupy the remainder 
of the book: (1) Since the usual profitability criterion fails, is investment in a 
decreasing-cost industry worth making? (2) Expressed in real terms, who 
should sacrifice the goods and services represented by and necessary to pay 
for the deficit? The latter question inevitably poses the problem of determining 
the optimum distribution of income; hence the first chapter includes a general 
discussion of ethics and the optimal distribution of income. The author cor- 
rectly concludes that all interpersonal utility comparisons are invalid unless 
one makes some arbitrary normative assumptions—which he commendably 
avoids. However, after briefly reviewing the literature on the subject of in- 
come transfers, he does accept the “principle of compensated adjustment”— 
which means that the necessary money transfers are actually made—as a 
weak but valid criterion that can be used for making policy decisions and can 
also (in theory, at least) be operationally implemented. 

The second chapter treats what Oort calls problems or “conditions of non- 
marginal adjustment.” His theoretical discussion here is perhaps the most dis- 
appointing part of the book because: (1) Although in the discussion of practi- 
cal considerations following the theoretical analysis he clearly states that non- 
marginal adjustments are almost always investment decisions, it would be 
helpful to the reader if this were brought out earlier. (2) Similarly, indivisi- 
bilities are a major factor making marginal decisions impossible and making 
nonmarginal decisions necessary, yet they are not explicitly mentioned in the 
theoretical treatment. For example, Oort’s smooth transformation curve 
(p. 65) hides the nature of indivisibilities in the investment function. (3) He 
does not mention the irreversibility of investment decisions or distinguish be- 
tween the two different problems of (a) what to do with a plant that is already 
built (investment ex post) and (b) whether to expand capacity (investment 
ex ante). After an extensive discussion of consumers’ and producers’ surplus, 
Oort discards this as practical investment criteria and concludes that investment 
decisions must be made on the basis of either expected profitability or inde- 
pendent judgment. He indicates that most investment will probably have to be 
guided by the profitability criterion, which means that decreasing-cost indus- 
tries must set price equal to marginal cost and then levy a second charge on 
their customers sufficient to cover the resulting deficit (a two-part pricing 
system). 

The final chapter attempts to derive from welfare principles some practical 
methods for covering the deficit without violating the over-all marginal con- 
ditions. This involves the problems of equity and income distribution pre- 
viously mentioned. Oort sums up the extensive literature on this subject 
rather succintly: “. . . in one sense the decreasing cost problem is insoluble: 
the optimum policy of the industry with respect to the method of financ- 
ing its deficit cannot be defined in terms of a partial rule” (p. 129). It 
is beyond the scope of his study to propose or discuss general (nonpartial) 
rules. The final conclusion would seem to do justice to welfare theory when 
indivisibilities and economies of scale are introduced into the postulates: 
“Partial analysis in terms of completely general economic relationships appears 
to have been pushed to the point of zero marginal returns. A final solution 
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of the problem of decreasing costs can be found only by a new approach to 
the entire theory of welfare economics” (p. 150). 

The text is nonmathematical and fairly easy to read considering the com- 
plexity of the subject; it can be recommended to first- or second-year graduate 
students as a good compendium. It contains a good bibliography but an index 
is lacking. 

Joun HAtp1 

Stanford University 


Economic Synthesis. By Boris IscuHpotpin. New Delhi: New Book Society of 
India, 1958. Pp. 543. Rs 30; $6.00. 


This work, presented to the economic fraternity . . . is an attempt to re- 
kindle the sort of analytical social economics which in recent years may 
seem to have lost some ground to the purely mathematical approach 
(p. 5). 


Ischboldin’s book does little to accomplish his objective as quoted from the 
preface. Among its obvious shortcomings should be considered the following: 
It is diffuse and cumbersome in style; 


A supermarginal firm which works with a slightly increasing average 
unit cost is still inasmuch in a relative but not in a total equilibrium as 
it derives a positive marginal net revenue (vertical rent) from each con- 
secutive unit of its input before the optimum point of output is reached 
and without a real risk that the aggregate net revenue of this internal 
nature will be later wiped out since the realized market price must here 
exceed the average costs (p. 197). 


strewn with name dropping; 


The kinetic model of the national economy owes its development chiefly 
to Spencer, Pareto, Schumpeter, Marshall, Henry Moore and Alexander 
Bilimovich (p. 165). 


filled with “listings” throughout which contribute little to the organization and 
nothing to clarity. The book is also filled with inaccuracies or at least mis- 
understandings. 


On the whole, the “indifference method” is original only in as much as it 
is based on indifference curves in their primary (or fundamental) form 
when a good is substituted continuously for another good and not for 
money. Thus, this approach has a very restricted significance in economic 
theory. The only significance it has is due to the fact that it serves as a 
supplement to the theory of marginal utility. This once more confirms 
our standpoint that the contention of some contemporary [sic] econo- 
mists such as H. J. Davenport, Cassel, Hicks, A. Aupetit and Pareto, that 
choice makes the concept of subjective value in use obsolete has no the- 
oretical foundation. (p. 144-5). 


The reviewer cannot recommend Ischboldin’s book for libraries or as a text. 
RicHarp E. SHANNON 
Montana State University 
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Microeconomic Theory: A Mathematical Approach. By J. M. HENDERSON 
and R. E. Quanpt. New York: McGraw-Hill, 1958. Pp. xii, 291. $7.50. 
The Preface of this book states: “As the number of economists and students 
of economics with mathematical training increases, the basic problem shifts 
from that of teaching mathematics to economists to that of teaching them 
economics in mathematical terms” (p. vii). The authors therefore presuppose 
a certain mathematical background on the part of the reader. They do provide 
an appendix on mathematics, but it is only 26 pages long, and it frankly does 
little more than catalog the mathematical methods utilized in the main text, 
including determinants, Cramer’s rule, Lagrange multipliers in the solution 
of constrained maxima and minima, and a dash of simple difference equations. 
Judged on the basis of suitability for classroom use, this book is a success- 
ful product. The writing style is smooth and clear, and the order of presenta- 
tion logical and natural. After an introductory chapter, the theory of consumer 
behavior is presented, followed by chapters on the theory of the firm, market 
equilibrium, multimarket equilibrium, monopolistic competition, welfare eco- 
nomics, and finally a chapter on optimization over time, where the role of 
the interest rate in multiperiod planning of consumers and firms is analyzed. 
The authors also touch upon the newer subjects of linear programming (in the 
theory of firm), input-output analysis (in multimarket equilibrium), and 
theory of games (in monopolistic competition, as one of several solutions for 
duopoly and oligopoly). But the treatment of these subjects is very brief; 
no more than 4-7 pages being devoted to any of these. 

As the book under review is of similar purpose and scope as another recent 
book by D. W. Bushaw and R. W. Clower, /ntroduction to Mathematical Eco- 
nomics (reviewed in this Review, March 1958, pp. 148-49), a comparison 
between the two should prove useful. First, some similarities may be noted: 
(1) Both books deal with microeconomics. (2) Both utilize substantially the 
same mathematical methods, except that BC (Bushaw-Clower) use difference 
and differential equations much more extensively than HQ (Henderson- 
Quandt), and therefore demand more mathematical preparation of the reader. 

Differences between the two are considerable: (1) Order of presentation: 
HQ discuss consumers and firms first, then markets, while BC reverse the 
order. The HQ order is in general easier on the reader, because it introduces 
him first to the more familiar topics of consumer and firm analyses, and then 
leads him through the simple market analysis to the complexities of multi- 
market models. (2) Writing style: BC’s literary style is more sophisticated, 
but its mathematical derivation is too condensed for those who are less ade- 
quately trained in mathematics. The presentation in HQ is more down-to- 
earth, and consequently more suitable for student readers. (3) Aids to under- 
standing: HQ are more generous with the use of graphs to explain the mathe- 
matically derived results; their book contains 47 figures as against BC’s 30 
(in its “Economics” part). But more important is HQ’s resort to specific 
numerical examples to supplement the main discussion which is conducted 
in terms of general functions. From classroom experience, this reviewer has 
found that after discussing a problem of, say, maximizing y = f(u, v, w) sub- 
ject to g(u, v, w) = 0, the student will grasp the idea much more quickly if 
the instructor illustrates it with specific functions, such as: maximize 
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y = 2(2 — u) (2 — v) (2 — w), subject to u + v + w = 4. The numerical 
examples in HQ should prove to be a valuable aid to the mathematical novice. 
The lack of specific examples in BC, however, is compensated by the provision 
of problems and questions at the end of each section of every chapter. HQ 
do not provide any exercises at all. (4) Lastly, there is the question of analy- 
tical emphasis: Aside from the consumer, firm and market analyses, HQ de- 
vote some space to welfare economics and optimization over time, but do 
not go into dynamics (analysis of the path to equilibrium). BC, on the other 
hand, though avoiding such topics as theory of games and optimization over 
time, emphasize the dynamic aspect of microeconomics a great deal, which 
incidentally explains their extensive use of difference and differential equa- 
tions. Also, BC stress the distinction between stock and flow with respect to 
commodities and markets throughout the book, which is a distinctive and 
refreshing feature. 

The last two points, namely the treatment of dynamics and the stock-flow 
distinction, provide ample ground for placing BC in a somewhat different cate- 
gory from HQ. It can indeed be said that the two books should not be con- 
sidered as substitutes for, but as complements to each other, in spite of the 
large number of topics on which they inevitably overlap. As a textbook, HQ 
has more to recommend it, but BC contains much that is beyond the scope 
of HQ. The reader who is seriously interested in mathematical microeconomics 
would do well, after acquiring the necessary mathematical proficiency, to read 
HQ first, and then proceed to expose himself to the stimulation of BC. 

ALPHA C. CHIANG 

Denison University 


Founders of American Economic Thought and Policy. By VirctE GLENN 
WiLuicut. New York: Bookman Associates, 1958. Pp. 442. $6.00. 


Considerable research has been devoted, since the first world war, to the 
heretofore neglected field of early American economics. In Founders of Ameri- 
can Economic Thought and Policy, Professor Wilhight attempts, to use his 
own words, to “add something to the rather scanty knowledge of early Ameri- 
can economic thought and policy.” He deals primarily with the leading Ameri- 
can economic thinkers in the eighteenth century, with emphasis on the latter 
half of the period. His general thesis is that the “theories and policies of early 
American economists were influenced by their European intellectual and social 
heritage, their New World environment, their personal interests and their class 
sympathies.” He makes a rapid survey of the cultural heritage, beginning 
with scholasticism and ending with Adam Smith. His short discussion of the 
new world environment runs in the terms that had more vogue thirty years 
ago than today, namely, in terms of “conflicts between the rich and the poor, 
the urbanites and agrarians, the debtors and creditors.” He then devotes his full 
attention to individual studies of William Douglass, Hugh Vance, Pelatiah 
Webster, Tench Coxe, Alexander Hamilton, Benjamin Franklin, John Taylor 
and Albert Gallatin. 

The author relies primarily on “collected editions” of the writings of these 
men. His zeal in searching out views of his subjects on value and distribution 
is commendable. While he concludes that their “contributions to pure eco- 
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nomic theory were somewhat meager,” he does call attention, as others have 
done, to Hugh Vance’s elaborate, systematic treatment of supply and demand 
as the basic law. The author betrays a lack of sophistication when he solemnly 
notes that Franklin “has no complete or consistent theory of distribution,” as 
if Franklin was preparing textbooks for college students instead of high-level 
tracts in the political arena. He carries this naiveté to an extreme, when he 
characterizes the entire group in the concluding chapter as “near-economists.” 
This is tantamount to saying that had Ricardo not written his Principles of 
Political Economy, he would have been properly labeled a “near-economist’’! 

One could agree with the author’s judgment that “there has never been a 
more famous or a more effective democrat than Jefferson,” but it would be 
difficult to accept his view that Hamilton’s economic policy contained “more 
than a trace of fascism,” especially when the substantially similar views of 
Tench Coxe are presented as containing “more than traces of economic de- 
mocracy.” Even more confusing is the discussion of John Taylor’s defense of 
slavery, particularly as Wilhight hails Taylor as the economic philosopher of 
Jeffersonian democracy. “‘As for other southern liberals, the slavery issue was 
a trying one for John Taylor. His humanitarian and progressive character 
impelled him to oppose all kinds of human bondage, but his loyalty to his 
class and his section led him to apologize for slavery and to resent the attacks 
on an established southern institution.” 

The author rightly stresses the overwhelming importance of monetary issues 
to the early American economists, but he fails to note the serious questioning 
in the last decade of his view that in the colonial period the supporters of 
“hard” money were the spokesmen for an “urban economic elite” and the 
supports of “fiat” money were the spokesmen for the underprivileged, demo- 
cratic-minded mass. The discussion would have been enriched had the author 
explained why his interpretation of the colonial monetary experts did not hold 
for the subsequent period, when his “urban and agrarian democrats,” notably 
Franklin, Gallatin and Taylor, were “hard money” men. 

The book should prove useful as supplementary reading to existing works, 
especially in the area of value and distribution. 

JosEPH DoRFMAN 


Columbia University 


Economic History; Economic Development; National Economies 


The Challenge of Development. A symposium held in Jerusalem, June 26-27, 
1957. Jerusalem: Eliezer Kaplan School of Economics and Social Science, 
The Hebrew Univeristy, 1958. Pp. 233. 

This book contains a dozen contributions to the symposium of the Eliezer 
Kaplan School of Economics and Social Sciences of the Hebrew University in 
June 1957. Most of the authors are members of the Hebrew University, while 
the others are scholars from Britain, France and the United States. 

In the paper “The Pace of Development” Richard Kahn, King’s College, 
Cambridge, contradicts the view that a high rate of economic development 
for economically backward countries inevitably entails economic sacrifices for 
the present generation, pointing out that the validity of the view hinges on 
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several factors, such as the employment level, taxation and distribution of 
resources. Merely by taking advantage of available labor and of other pro- 
ductive resources development can be undertaken. “It is not difficult to think 
of labor creating capital without using but the simplest tools,” he quotes 
Arthur Lewis. The wealthy are often favored in underdeveloped countries, so 
that a more equitable system of taxation could tap hidden resources for de- 
velopment. Nor is indirect taxation antisocial under certain conditions, the 
author shows. Its effect on the community depends partly on its impact on 
profit margins which, in turn, hinge on the elasticity of supply. If this is very 
small, indirect taxes fall mainly on the producers whose excessive profits drop 
in such a way that the question of lost output scarcely arises, provided profit 
margins are not curtailed to the level where production is seriously affected. 

Alfred Bonné, of the Eliezer Kaplan School, asks how scarcities of capital, 
management, know-how and entrepreneurial drive in underdeveloped coun- 
tries may be counteracted. He suggests the establishment of state-sponsored 
public corporations acting as national cooperative producing agencies. He 
further suggests that the life-span of these agencies may be confined to the 
period of the “break-out of the circle,” keeping their production functions 
going only until the new process acquires its own momentum. He quotes W. 
W. Rostow’s stimulating idea of “take-off into self-sustained growth,” a kind 
of economic count-down—to use a popular term—until progress becomes au- 
tomatic. 

America’s experience is considered. To what extent is the unique economic 
experience of the United States meaningful to the smaller countries and up to 
what point are the validity and applicability of concrete experience in the 
field of development dependent on the size and conditions of the under- 
developed nations? A tentative answer is given by Simon Kuznets, Johns 
Hopkins University, in his paper on the “Economic Growth of Small Nations.” 
An indispensable prerequisite of modern economic growth, he shows, is a 
social framework capable of continuous and relatively painless adjustments. 
Because of greater population coherence, a stronger community sense, and a 
greater elasticity of social institutions, the smaller countries have an advan- 
tage; so that what they lack in respect to economic factors they have—and 
that in abundance—in respect to social institutions. 

Keeping money “neutral” is particularly important for the underdeveloped 
countries, in the view of Don Patinkin, of the Hebrew University. It may be 
necessary, therefore, to introduce an escalator clause under deflationary as 
well as inflationary conditions, so that by linking the size of debt payments to 
the price index secular price movements will have less effect on debtors’ real 
asset positions. 

The Governor of the Bank of Israel, David Horowitz, sets forth the reasons 
why the underdeveloped countries exhibit a tendency to substitute state enter- 
prise for laissez faire and to replace the natural formation of capital by “‘in- 
flationary saving.” The main reason is that the developed nations absorb so 
much of the available capital that little remains for the others, and indigenous 
saving is inadequate. 

Approaching the problem from the sociologist’s point of view, Talcott Par- 
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sons, Harvard University, points out that private enterprise has only a limited 
chance of acceptance in the underdeveloped countries because it is associated 
with colonialism and because it appeals neither to the upper social group nor 
to the peasants. The former shun the opportunities requiring risk capital while 
the latter shun the upper groups. Nationalism turns to traditional values and 
is therefore conservative. 

Israel’s special problems are discussed in several informative papers, espe- 
cially in one by A. G. Black, representative of the Food and Agricultural Or- 
ganization in Israel. He shows that Israel is one of the few nations outside of 
North America where farm production has increased. While the country’s 
agrotechnical problems are well in hand, progress in solving the specifically 
economic problems of agricultural production are less obvious. Labor effi- 
ciency is still low; unit costs are high. Irrigation water is three to four times 
more costly than in America. Yet Israel must shoulder this extra burden in 
order to save foreign currency and stock its food bins—a fort under siege. 

Within their frames of reference, the authors have produced stimulating 
papers which both scholars and government officials will read with profit. The 
great question, however, remains: can the underdeveloped countries’ problems 
be solved without a basic change in the climate of their public opinion by 
means of a massive campaign of education to overcome lethargy, dependence 
on esoteric cultural forces and the ancestors’ wisdom? Will the “crash pro- 
grams” of the autocracies prevail against the gravitational pull of tradition 
in the easy-going democracies? 

Emit LENGYEL 

New York University 


African Economic Development. By A. HANceE. New York: Harper 
and Brothers, for Council on Foreign Relations, 1958. Pp. xii, 307. $4.00. 
This collection of essays by Professor Hance treats a variety of topics, 
ranging geographically from Liberia to Madagascar and in subject matter 
from agriculture to race relations. Potentialities for economic development in 
tropical Africa and some of the obstacles are reviewed in an introductory 
chapter (a revised version of an article published in Am. Econ. Rev., Proc., 
May 1956, pp. 441-51). Another chapter, perhaps the most valuable in the 
book, reflects the author’s special competence and extensive research in the 
field of transport problems. The remaining chapters focus on problems of eco- 
nomic development in a half-dozen different areas. 

The Sudan is represented by a chapter on the Gezira Scheme, outstanding 
as a successful “partnership scheme” for irrigated production of cotton. Sev- 
eral other agricultural development projects are also mentioned but too briefly 
to throw light on an iniriguing question: Why have other schemes inspired by 
the Gezira experiment, for example the Niger Agricultural Project in Nigeria, 
been such dismal failures? Economic development problems in Ghana are dis- . 
cussed more or less incidentally in describing the proposed Volta River Project 
and the impact it is likely to have. Construction of the deepwater port of 
Tema is already under way and will be of considerable value even if funds are 
not found to develop the Volta’s power potential and aluminum production. 
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Hance suggests, however, that the existence of huge bauxite reserves, a dam 
site 200 miles away where cheap power can be produced for a smelter with 
capacity larger than the aluminum output of France or Germany, and a 
nearby port add up to a resource that will, sooner or later, make a significant 
contribution to Ghana’s development. A summary of the Report of the East 
Africa Royal Commission and of the comments on the report by the territorial 
governors provides a useful brief account of the major economic problems and 
policy issues that confront the governments of Kenya, Uganda, and Tangan- 
yika. 

More comprehensive descriptions of the recent history and prospect of eco- 
nomic development are offered for Liberia and the Federation of Rhodesia 
and Nyasaland, areas that offer sharp contrasts. In the Federation a sizable 
European population has provided skills and capital that have contributed to 
a phenomenal rate of economic growth, but the difficulties of implementing 
the official policy of partnership in a multiracial society cloud the future out- 
look. Hance prefaces his chapter on Liberia by quoting a New York Times 
report that “The Liberian representative here declared this week [March 
1957] that his country lagged materially behind the new nation of Ghana 
because it had always been independent and had never reaped the advantages 
of colonialism. . . .” His description of conditions in Liberia a decade or two 
ago underscores the obvious but sometimes neglected fact that the designation 
“underdeveloped” embraces a broad spectrum; and Liberia is one of the areas 
that has barely started down the road of economic progress. His description of 
recent developments, notably since construction of a deepwater port at Mon- 
rovia (1945-1948), suggests a more promising outlook. Foreign investment, 
European as well as American, has increased; a program of technical and 
economic assistance is improving the road net, expanding education, and pro- 
moting development of agricultural and forest resources; and the leadership 
of President Tubman, including efforts to bridge the gulf that separates the 
privileged Americo-Liberian minority from the indigenous population, has 
helped to create a more favorable economic environment. The chapter devoted 
to Madagascar is essentially an essay in human geography, discussing the 
ethnic origins of the island’s population, noting similarities and contrasts in 
the physical environment of Madagascar with other parts of tropical Africa, 
and providing only a thumbnail sketch of the problems of agricultural, mining, 
and industrial development. 

Choice of territories and topics for inclusion in a book of this character is 
necessarily somewhat arbitrary; most of the chapters were prepared originally 
as research papers for a discussion group on economic development in Africa 
organized by the Council on Foreign Relations. Since all of the essays deal 
with interesting and significant subjects, the selection is not easily criticized. 
The composite result is something of a compromise; on selected topics it is 
more informative than a general survey such as L. Dudley Stamp’s Africa: 
A Study in Tropical Development, but even the “country chapters” are not as 
complete or quantitative as might be desired. 

Recurrent themes which contribute to the unity achieved in this volume 
include emphasis on the need for: more fundamental research into such prob- 
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lems as the proper management of tropical soils; creation of an efficient trans- 
portation network; and progressive elimination of the color bar and other 
social barriers to economic progress in areas such as Kenya and the Rhodesias. 
As a sensible and lucid introduction to selected areas and problems in tropical 
Africa, the book can be strongly recommended. 
Bruce F. JOHNSTON 
Food Research Institute 
Stanford University 


The Conflict of Expansion and Stability: Documents Relating to Australian 
Economic Policy 1945-52. Edited by D. B. CopLanp and R. H. BARBACK. 
Melbourne: F. W. Cheshire; New York: Institute of Pacific Relations, 
1957. Pp. xvii, 795. $9.00. 

The publication of volumes of documents on economic policy is an Austra- 
lian tradition of many years’ standing, for which students of Australian affairs 
have good reason to be grateful. The latest and probably the largest of the 
series touches practically every aspect of Australian postwar economic history. 
The period surveyed begins, reasonably enough, before the end of the second 
world war, for the thinking which had already then begun had some important 
effects upon the subsequent course of peacetime events. By 1952, the end of 
the period covered by this volume, it was fairly clear how far the expectations 
of postwar troubles had been justified or falsified, and Australia was grappling 
with all the characteristic problems which seem to beset every economy with 
an ambition to develop rapidly, and especially every economy such as Austra- 
lia, where, as the Governor of the Commonwealth Bank of Australia recently 
put it, the prevailing “political” attitude of all parties toward interest rates is 
that they should be low. Inflation, exchange rate policy, international mone- 
tary policy, trade policy, agriculture, wages and hours, banking also receive 
careful attention. A broad interpretation is given to “documents,” which are 
made to include not only government policy statements, excerpts from Acts of 
Parliament, Arbitration Court judgments, extracts from the annual reports of 
the Tariff Board, and other similar public records, but also extracts from par- 
liamentary speeches, newspaper editorials, and contributions to economic 
journals. Apart from a brief introduction the editors have firmly resisted any 
temptation to editorialize. The reader must rely upon his own resources to 
give the authorities quoted their proper place in the historical framework, 
discounting their statements to whatever extent he may think proper in the 
light of his knowledge of their political or economic prejudices. 

For a book of this kind it is scarcely possible to attempt a review in the 
strict sense of the word. The reviewer would have to embark upon the edito- 
rializing which the editors themselves have, with good reason, avoided, and 
an adequate commentary on all the important topics to which reference is 
made would run to impossible lengths. It is, however, of interest to note some 
of the issues on which even the wisest commentators went astray as they tried 
to discern in an uncertain future some firm basis for current policy decisions. 
The contrast between the obsession with full employment—which, as in most 
countries, found no precise definition in Australia—with the associated fears 
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that the end of the war would be followed by a deep depression, and the slow 
realization that the fundamental problems with which the postwar world had 
to grapple were of an entirely different kind was nowhere sharper than in 
Australia. And further sober reflections about the unavoidable risks of current 
prediction may be provoked when it is observed that, according to the official 
report on Australia’s participation in the Bretton Woods Conference of 1944, 
Australia, now the second largest customer of the International Bank for Re- 
construction and Development, was unlikely to be either a borrower or a large 
lender, and the usefulness of Bank membership was presented mainly in terms 
of its indirect effects upon the market for Australian exports. Similarly in 
1947 it was thought that exports of Australian wool to Germany, Japan, and 
Italy were unlikely to reach anything like prewar levels for many years to 
come, and the hypothesis that the population of Western Europe would start 
declining in a few years was suggested as a suitable part of the framework for 
analyzing export market prospects in general. 

The editors express in the Introduction an intention to return later to the 
task of making a similar selection of documents for a subsequent period. As 
one of them is now Principal of the Australian Administrative Staff College 
and the other professor of economics in the University College of Ibadan, 
Nigeria, it seems likely that this task will have to be passed on to others. It is 
to be hoped that successors will be found to turn out with equal skill 2 com- 
panion volume which will be as indispensable an instrument for any thorough 
study of Australian economic policy as the work that has been produced by 
the editors of The Conflict of Expansion and Stability. 

ALLAN G. B. FIsHER 


Washington, D.C. 


Japan’s Economic Recovery. By G. C. ALLEN. London: Oxford University 
Press, for the Royal Institute of International Affairs, 1958. Pp. xi, 215. 
$4.75. 

The foremost Western student of Japanese industry, G. C. Allen of the 
University of London, presents in this slim volume his appraisal of Japan’s 
remarkable recovery since the war. Persons acquainted with his earlier writ- 
ings will expect a high quality of judgment and analytical skill. In this they 
will not be disappointed. 

Professor Allen’s study commands attention in three respects. His account 
of postwar Japanese industry affords useful insights to students of industrial 
organization and international trade. His critique of the occupation reforms 
carries lessons in political economy and social reform of significance beyond 
Japan. And his hopes and fears for Japan’s economic future touch upon one 
of the uncertainties of Asia which will remain of worldwide concern for some 
time to come. Happily the book complements rather than duplicates another 
excellent volume lately to appear—Jerome B. Cohen’s Japan’s Postwar Econ- 
omy (Bloomington, Ind., 1958). Whereas Cohen explores at length Japan’s 
trade and payment relations witb the United States, Southeast Asia and the 
Communist bloc, Allen devotes himself more largely to structural changes in 
Japanese industry and banking since the ’thirties when he published his au- 
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thoritative studies of this subject in The Industrialization of Japan and Man- 
chukuo, 1930-1940, edited by E. B. Schumpeter. 

A British official remarked to this reviewer in 1946: “You Americans are 
neglecting Japan’s economic recovery in favor of political reform, while in 
China you stress economic recovery to the neglect of the political problem.” 
In retrospect few would disagree. Allen’s thesis is that occupation reforms dic- 
tated by “vindictiveness and idealism” (not a very apt characterization) had 
to give way to the stern pressures of economic necessity. To temper them to 
realities, as was done after 1948, was not a betrayal of liberalism but a con- 
dition of their survival. These realities, on the economic side, were above all a 
certain factor endowment—plenty of skilled labor, and a continuing shortage 
of capital and entrepreneurial ability. 

Despite the permanent impress of the war and the occupation, what struck 
Allen on returning to Japan in 1954 was the continuity of Japanese institu- 
tions. The land reform, “the most remarkable and enduring achievement of 
the Occupation,” yet failed to eliminate small holdings, low productivity and 
underemployment on the family farm. The new charter of trade unionism soon 
had to be modified to curb disorders in essential public services. The decon- 
centration program hampered recovery by weakening Zaibatsu centers of 
business initiative and its virtual abandonment has been followed by a re- 
grouping of enterprises around the great banks, albeit more loosely than in 
the prewar combines. (Was this abandonment caused by “economic necessity” 
or by the structure of political power and tradition?) 

Meanwhile masses of small firms are still found in intricate patterns of co- 
existence with large-scale, capitalistic enterprise. Again as in the ’thirties, 
Allen concludes that Japan’s factor endowment enables the small firm not 
merely to survive in traditional trades but to develop vigorously in modern 
industries manufacturing electric lamps, bicycle parts, automotive equipment, 
fishing tackle, sewing machines, etc. His account of Japan’s growing compara- 
tive advantage in large- and small-scale industries benefiting from cheap but 
high-caliber technical and organizing skills recalls F. W. Taussig’s characteri- 
zation a generation ago of Germany’s advantage in world industrial markets 
based on a “learned proletariat” and a “marked faculty for elaborate organi- 
zation.” 

As regards the future, Allen is less apprehensive for Japan than many ob- 
servers of the scene, including most Japanese. He recounts the familiar out- 
lines of her problem: a still swelling population, an urgent need for cheap raw 
materials and food from abroad, a serious fuel shortage in particular, and a 
technological lag behind the West that still handicaps exports of machinery 
and chemicals in which the country must seek its future. Reassurance is found 
in the resilience and vitality of Japan’s resurgence since the war. If there are 
doubts, they concern the kind of world disorder in which Japan must now 
live, and whether she can retain the national purpose and social unity which 


| have made possible her whole industrial achievement thus far. 
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This latter question the author touches upon only briefly in conclusion. 
Yet, as always in economic affairs, it is the social framework which is deter- 
mining, rather than the more neutral factors of resources and technology. Here 
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we still lack any real assessment of the new mobility and equality of life in 
Japan, or its expression in the working forces of Japanese politics today, or 
the implications of these new currents for the enterprise system which has 
brought the country thus far in its industrialization. 
W. Lockwoop 
Princeton University 


The Industrial Output of the Ukraine, 1913-1956: A Statistical Analysis. By 
VsEvoLop HoLusnycuy. Munich: Institute for the Study of the USSR, 
1956. Pp. ix, 63. 

Although we have a number of fine works on the USSR as a whole, re- 
gional studies are scarce, and usually unavailable in English. Holubnychy’s 
pioneer collection of statistical data focuses on the second largest Soviet Re- 
public, whose relative importance and problems can hardly escape the atten- 
tion of students of the USSR. 

The study is undoubtedly the best available statistical abstract on the per- 
formance of Ukraine’s economy between 1913 and 1955. It gives us not only 
annual output and consumption data in the key industries but also attempts 
to make them more meaningful by giving per capita figures, or comparing the 
Ukraine with other nations. Some 100 tables are given in physical terms 
rather than in the form of indices such as are typically employed in Soviet 
sources. Careful bibliographical annotations will prove of great value to those 
interested in further studies.or in special topics. 

The author has pointed out the difficulties in filling in the lacunae where 
information was withheld or distorted. In this connection, the reader should 
be aware of some methodological weaknesses of the study. For example, where 
the author has used several sources, he claims that a high correlation coeffi- 
cient for several sets of figures testifies to their reliability. Unfortunately, the 
reader cannot tell (and I doubt) whether these different sets were compiled 
independently. Hence a “high” correlation coefficient (which incidentally may 
not be significant) may be irrelevant, telling little about the competence and 
reliability of the sources. Another defect is his practice of arriving at a missing 
figure by linear interpolation of the two adjacent years. If, for instance, the 
Soviets withheld data for 1931, as they did in so many instances, to estimate 
data for that year one should pry deeper than merely average the years 1930 
and 1932. Likewise, several figures given on the assumption that the state 
plan had been fulfilled can hardly be regarded as credible estimates. Thus, the 
seemingly complete tables contain a number of guesses which more detailed 
study might not confirm. 

On the whole the book is one of the finer publications of the Institute for 
the Study of the USSR. It will prove a most valuable source and a point of 
departure for further studies of the economic status of a key area of the Soviet 
Union. 

V. N. BANDERA 

University of California, 

Berkeley 
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BOOK REVIEWS 


Economic Systems; Planing and Reform; Cooperation 


Theoretical Economic Systems—A Comparative Analysis. By Wa.teR S. 
BUCKINGHAM, JR. New York: Ronald Press, 1958. Pp. vii, 518. $7.00. 

A book on comparative economic systems can either compare the systems 
as they exist in reality or the systems as they are visualized in the writings of 
their proponents. Professor Buckingham has chosen the second alternative but 
with an exacting modification: to describe each system not only as it appears 
in the theory of its protagonists but also in the theories of its critics. He comes 
closest to success in the case of capitalism, because in addition to the classical 
theory there is indeed a Marxist theory of capitalism; but the author’s (half- 
hearted) efforts to glue together other theories of capitalism from the writings 
of the Institutionalists and the Historical School remain unconvincing. When 
he then discusses socialism, the book loses its focus entirely: the “Theory of 
Liberal Socialism” and the “Theory of Central Planning” or “Authoritarian 
Socialism” are not different theories about the same system but concepts of 
different systems. 

The author is most at home when he moves in the area of modern capitalis- 
tic business practices, especially with regard to imperfect competition and its 
effect on the functioning of the system; these sections may well be found use- 
ful in class instruction. The same is true of the last chapter: “Emergence of a 
Universal Economic Order.” One does not have to agree with the author’s 
expectations, or even with all of his factual statements, to welcome his em- 
phasis on the similarities between present-day “capitalism” and the Soviet 
economies as an offset to the usual overemphasis on the differences. 

CarL LANDAUER 

University of California 


Kratkii ekonomicheskii slovar’. (The Concise Economic Dictionary.) Edited 
by G. A. Koztov and S. P..PervusHiIn. Moscow: 1958. Pp. 391. 11 rbl. 
The transformation of Russian communism from a revolutionary sect to an 
established and opulent church is vividly symbolized by the outward appear- 
ance of its works of prime ideological import. In the early days of the regime 
books and pamphlets of this order dazzled with blood-red covers or blood-red 
lettering. After “socialism was attained” in the ’thirties the covers became a 
conservative grey or beige, with unpretentious blue or black letters: circum- 
stance—yes, pomp—not quite yet. Today the lettering is almost invariably 
gold and the cover is likely to be royal blue, or bright mauve as in the case of 
this book. The most obtuse will not fail to recognize the Logos of Orthodoxy. 
The Dictionary—surprisingly it did not appear years earlier—is a Pravda- 
Reader’s Guide to economic terminology. Here he can conveniently check the 
current official meaning of stock words and phrases, from “absolute surplus 
value,” through “relative impoverishment of the proletariat,” and to (in the 
Russian alphabet) “electrification.” There are some 1,000 entries, occupying 
nearly 400 double-columned pages. They embrace the standard Marxist terms, 
some of the language of Soviet planning and economic administration, and 
some items drawn from noncommunist economic reality (e.g., the sterling 
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bloc). The list is up-to-date: It includes such entries as the regional “Coun- 
cils of the Economy” (sovnarkhozy) created in the USSR in mid-1957, and 
“revisionism in [communist] political economy.” No names or countries are 
mentioned under the latter caption, but it is not hard to guess that “the unstable 
elements in communist parties” which are guilty of the deviation are primarily 
to be found in Yugoslavia, Poland, and other Eastern European countries. 

There are also biographical entries. Four of them are eulogistic, and it may 
be hagiologically significant that Marx and Lenin rate 814 columns each, 
Engels 3 columns, and Stalin—only 2, of which a portion deals with his theo- 
retical errors and with the “cult of [his] personality,” which led to “violation 
of the principles of socialist legality” . . . “and rendered theoretical work 
extremely difficult.” A few of the other biographical sketches, such as those of 
Adam Smith and Ricardo, are rather favorable in so far as some of the 
Marxian conceptions originated with them. The only writers of the Soviet era 
to “make” the dictionary are Lenin and Stalin. Not a word, let alone a good 
word, about Trotzky, Bukharin, Preobrazhenski, and the other great eco- 
nomic minds of the ’twenties. (Not a word either about Khrushchev, Mao, or 
Tito.) 

But those who can be subjected to routine attack and on whom the “line” 
is fixed, i.e., Western and prerevolutionary Russian economists, are repre- 
sented in considerable number. There is even an article on something called 
the “Harvard Economic School”—allegedly a school of capitalist apologetics 
through business cycle forecasting—though the only names mentioned are 
Warren Persons and (sic!) Wesley Mitchell. (Alvin Hansen and Seymour 
Harris are taken care of under their own names elsewhere; Schumpeter is 
ignored.) It is also in these demonological exercises that some of the Diction- 
ary’s better gems are strewn. Thus “vulgar political economy” (which is the 
economics represented by this Review) has the double task of “embellishing 
and justifying capitalism” in general, and, in particular, of “camouflaging the 
hegemony of capitalist monopolies, . . . and of discovering and justifying new 
methods of ensuring monopoly profits.” Keynes, we learn, “preached an of- 
fensive against the living standards of the working class, and advocated mili- 
tarization and war.” And J. B. Clark’s theory of marginal productivity had, 
as its main purpose, “the theoretical justification of the reduction of wages to 
the level of the so-called ‘marginal product of labor.’ ” 

And so it goes. There is little to commend this book to the serious student 
of Soviet economics except convenience as a reference-source for the current 
official definitions. But as such it adds little to the Large Soviet Encyclopedia 
or the Textbook of Political Economy. And the reader will get from it no 
inkling of the recent debates among Soviet economists (not to say those of the 
*twenties), or of the mounting search for economic rationality within the 
framework of Soviet institutions. 

Grecory GROSSMAN 
University of California 
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Public Finance; Fiscal Policy 


Public Principles of Public Debt. By James M. Bucuanan. Homewood, IIL: 
Richard D. Irwin, 1958. Pp. xi, 223. $5.00. 


According to Professor Buchanan, economists who lecture their students 
about public debts should revise their notes, lest they be guilty of instilling 
false doctrines in the young. Vulgar opinion—the term is Buchanan’s—has 
been right all along. When a government finances its expenditures by increas- 
ing its debt, it does postpone the cost to future generations. Analogies of 
public to private debt do hold, and the economic differences between internal 
and external debt are seriously overemphasized. If the reader finds these prop- 
ositions challenging, he may wish to add this book to his reading list. 

To establish these truths Buchanan proceeds by the commendable method 
of attacking falsehoods, producing a work of strong polemical tone. The false 
doctrine is labeled the “new orthodoxy” which includes the pronouncements 
of such diverse thinkers as Mill, Pigou, Lerner, and Hansen. Henry Simons’ 
views come off better, although I do not understand just why. Both Lerner 
and Simons, for example, have maintained that the sale of government debt 
is a deflationary device, a technique for reducing private expenditures. Mill 
held that the sale of government debt acts like a tax, a view consistent with 
that of Simons and Lerner, but certainly not of Hansen. On the issue of the 
postponability of government costs, Buchanan cites a strong statement by 
Pigou condemning this view as fallacious, but in another work, cited on the 
same page as the quoted passage, Pigou holds that costs of government are 
postponable in part—a position that should have given Buchanan some com- 
fort. There are wide diversities among the theories about public debts among 
those classed as belonging to the “new orthodoxy.” I am unaware of any 
orthodoxy, new or old, in the analysis of government debts in the sense of a 
settled body of thought that is widely accepted in economic circles as the 
final truth. 

The central positive view Buchanan proposes is the postponability of the 
costs of a government program when financed by the sale of debt. Fortunately 
he provides a succinct demonstration of this view (p. 40) :* 


All of this may be made quite clear by asking the simple question: Who 
suffers if the public borrowing is unwise and the public expenditure 
wasteful? Surely if we can isolate the group who will be worse off in this 
case we shall have located the bearers of the primary real burden of the 
debt. But clearly the bondholder as such is not concerned as to the use 
of his funds once he has received the bond in exchange. He is guaranteed 
his income in the future, assuming of course that the government will not 


*The assumptions made at the beginning of this analysis are: there is full employment, 
the debt is to be created for real purposes (meaning ?), the public expenditure and debt 
sale are too small to affect prices and interest rates, the funds used to purchase government 
securities are drawn from private capital formation, perfect competitive conditions exist 
throughout the economy, and the public expenditure can be for any purpose. 


| 183 
| 
) 
} 
> 
| 
> 
} 


184 THE AMERICAN ECONOMIC REVIEW 


default on its obligations or impose differentially high taxes upon him 
through currency inflation. The taxpayer in period ¢, does not sacrifice 
anything. . . . The burden must rest, therefore, on the taxpayer in future 
time periods and on no one else. 


The demonstration is proof by indirection. There are three groups treated as 
eligible for the role of “bearers of the primary real burden of the debt” con- 
sisting of (a) present buyers of new debt, (b) present taxpayers, and (c) fu- 
ture taxpayers. Group (a) is eliminated because they are not hurt at all. 
Group (b) is eliminated by assumption; there is no increase in taxation. 
Hence Group (c), future taxpayers, is the only group left. Since the pea is 
not to be found under shell A nor under shell B, it must be under shell C. 

The pea may not be under shell C, it may have been palmed; indeed, there 
may be no pea at all. The pea in Buchanan’s analysis is the “primary real 
burden of the public debt.” Close reading failed to disclose the meaning of 
this formidable phrase. The terms “real” and “burden” are notoriously 
slippery. A retreat to simpler and more fundamental concepts is indicated. 

Consider a wasteful government project, say the acquisition of military 
planes that will not fly. The cost of construction is the value of resources used 
to produce them. Such costs are contemporaneous; present resources are being 
used to produce planes instead of other present things. In this sense of cost, 
there can be no postponement regardless of any accompanying financial de- 
vices. Any output obtained from the use of scarce resources when resources 
have multiple uses implies the forfeiting of alternative products. If the term 
“real burden” is to be interpreted as the value of resources used to produce 
for government account, the real burden must be contemporaneous whether 
new taxes are imposed, new debt is sold, anything else is sold, or reserve re- 
quirements of banks are increased. Adam Smith solved this problem implicitly 
in his parable of the hunters, any of whom could kill two deer or one beaver 
in a day. 

The accompanying question of what group in a society is to be identified as 
paying for the use of resources to produce for government account is a differ- 
ent one and may not even have an answer. What meaning is there is asking 
what particular people in the United States pay for Mr. Dulles’ trips, the 
Pentagon’s mistakes, military assistance to Chiang Kai-shek, or the Eisen- 
hower Administration’s extravagant highway program? Buchanan thinks such 
questions are both meaningful and potentially answerable because of his pro- 
cedure of linking a particular government program with a particular financing 
device. In the passage quoted above, we are asked to think of some wasteful 
government project as specifically financed by the Treasury sale of govern- 
ment debt. Who can say whether the dollars spent on planes that do not fly 
come from the tax on cigarettes, the income tax on people with taxable in- 
comes in excess of $20,000, from the interest on the British loan, or from the 
sale of Treasury Bills? What is lost is the output, government or private, that 
could have been produced instead of the planes. 

Other topics in the area of public debts are discussed such as public borrow- 
ing during depressions, war, and inflations, and when a government should 
borrow or retire debt. The postponability possibility remains the dominant 
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theme throughout. It turns out that even though we can shift the present costs 
of government to our children, we ought to be careful about doing so and 
even, on occasion, retire debt. No firm principle emerges from the discussion. 
Yet I cannot see how Buchanan could reasonably object to a policy position 
calling for the large-scale substitution of debt sales for tax receipts. Why not 
let the future generation pay? The question should, I think, be posed in a 
different way. Should people be taxed more or less heavily by taxes or taxed 
less or more heavily by debt operations? There is no escape. 

Buchanan has provided a stimulating work calling for a re-examination of 
fundamental ideas in economics. Its success will depend upon the amount of 
controversy it provokes; it is so designed. At this date, an assessment of its 
net contribution to knowledge would be premature. 

R. ROLPH 

University of California 

Berkeley 


Zunehmende Siaatstatigkeit und Wirtschaftliche Entwicklung: Versuche iiber 
die Wirkungen staatswirtschaftlicher Prozesse in der spatkapitalischen 
Periode. By Konrap LittMANN. Cologne: Westdeutscher Verlag, 1957. 
Pp. 360. 

Taking his title from Adolph Wagner’s famous law of increasing govern- 
ment functions, Littmann has written a penetrating analysis of the impact of 
growing state economic activity upon economic growth in a late-capitalist 
nation. In the definition of economic activity, regulatory devices are excluded, 
the analysis concentrating upon state expenditures and revenues. The author 
begins with an examination of mercantilist and liberal attitudes toward the 
economic role of the state, showing that the underlying premises of both were 
value judgments and that they rejected the liberal credo that state activity 
must, by its nature, be unproductive. Liberal economics assumed the problem 
out of existence, and the author credits von Stein, Schiffle, and Wagner with 
bringing into the mainstream of dogma the interrelationship of the public and 
private sectors. He notes, however, that they did not explore the matter 
thoroughly. Keynesian theory and functional finance, he points out, are short- 
run and cannot be directly applied here. 

According to Littmann, growing state activity, defined as a secular increase 
in public expenditures greater than the increase in private expenditures for 
consumption and investment, need not necessarily impede growth. However, 
unless state policy is specifically designed to foster growth, increasing state 
activity does threaten economic development. The greater the public sector in 
relation to the private, the greater the state’s responsibility for growth, and 
the less chance of compensating in the public sector for the decline of the 
private. 

The major weakness in Littmann’s work lies in his omission of the possi- 
bilities of economic planning in a state with growing functions. Evidently he 
assumes, and the assumption is historically justifiable, that functions accrue to 
the state in the manner of Topsy’s growth, without concurring change in the po- 
litical relation of the state to the business community. Conceivably, continued 
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relative growth of the public sector might, at some point, bring about eco- 
nomic planning as a matter of necessity, particularly with the growth of 
monopoly. It is, of course, entirely possible that an exploration of the growth 
possibilities of a planned quasicapitalist economy would lead to the same 
conclusions, but the area was worth exploring. By excluding control from con- 
sideration, Littmann might very well have excluded one possible solution to 
his dilemma. Parenthetically, this reviewer might add that the assumption of 
so many economists that growth in and of itself is a “good thing” is a value 
judgment that future and wiser generations might not accept as easily as we 
do. 

Aside from these quibbles, Littmann deserves high praise for dealing so 
lucidly with economic thought, static and dynamic theory, and institutional 
considerations in an age when economists are so overspecialized. His ideas are 
worthy of serious examination by economists interested in the long-run impli- 
cations of the fiscal methods of the modern state. 

BRUNO STEIN 

New York University 


International Economics 


Dollar Shortage and the Structure of U.S. Foreign Trade. By Erik Horr- 
MEYER. Copenhagen: Ejnar Munskgaard; Amsterdam: North Holland, 
1958. Pp. 232. 

This book, but for a few months’ delay, would have been a part of what 
C. P. Kindleberger in the June 1958 issue of this journal described as the 
bumper crop of 1957 in the history of the literature on dollar shortage. The 
product of a Danish scholar, it is an interesting addition to the voluminous 
published discussion that has taken place since the early 1940’s on this con- 
troversial problem. Compared with the recent treatise of Sir Donald Mac- 
dougall, it must be classed as a modest contribution to the debate; but who, 
indeed, could hope to match Macdougall’s great performance? In any case, 
the two studies, as the author recognizes in his introduction, are complemen- 
tary rather than competitive. 

The study divides itself into essentially two parts, each of roughly equal 
length, and not as closely integrated as the author undoubtedly intended them 
to be. The first half is devoted to a detailed and critical examination of the 
various views that have been presented regarding the concept of dollar short- 
age, the length of time that it may be said to have existed, and the causes of 
its existence and especially of its alleged tendency to persist. Given the wide 
and often bewildering diversity of theories of dollar shortage, as well as the 
amount of confusion that has often characterized them, the author deserves 
much credit for his skillful attempt at a systematic and coherent exposition 
and classification of the various theories, based upon a reading of practically 
everything of importance that has ever been written on the subject. His classi- 
fication consists of “elasticity pessimism models,” “activity models,” “growth 
models,” and “organic models,” each of which is further subdivided. He finds 
that all these models can in turn be grouped into two broad classes: those 
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which contend that it is not possible to restore equilibrium, once disturbed, 
by acceptable means; and those which contend that there is a persistent tend- 
ency for equilibrium to be disturbed in such a way as to create a surplus in 
the United States balance of payments. In general, he is critical of all of the 
existing theories, either because of what he considers to be logical shortcom- 
ings or because of failure to be supported by the facts in those cases where 
statistical testing is possible. 

The second half of the book, which constitutes its more distinctive contribu- 
tion, is given over to a detailed statistical examination of the evolution of U.S. 
foreign trade during the past 50-75 years with a view to testing an alternative 
hypothesis which the author cautiously advances as to the cause of what he 
considers to have been a persisting tendency towards a surplus in the United 
States balance of payments. After outlining seven kinds of possible “reac- 
tions” by individual countries to balance-of-payments disturbances—some of 
these reactions (“active”) tending to impede the transfer of real resources 
necessary for adjustment, e.g., cartel agreements, tariffs, and trade controls, 
and some (“passive”) tending to facilitate adjustment, e.g., normal price and 
income effects—and after giving concrete examples of the working of these 
various types of reactions drawn from the historical experience of several key 
U.S. foreign-trade commodities, the author advances a theory of dollar short- 
age which may be outlined in his own words (p. 159): 

Since the end of the 19th century the comparative advantage of the 

U.S. has increasingly been in the production of new and research in- 

tensive goods, whereas the exports of the rest of the world to the U.S. 

have been mainly traditional commodities with no great research inten- 

sity and which the U.S. has to a large extent been producing itself. 

The continuing necd for adjustment has been easier to solve for the U.S. 

than for the rest of the world as it is assumed that the reaction from the 

outside world to expansion of new and research intensive goods is gen- 
erally rather passive, whereas the reaction of the U.S. to expansion of 

imports of traditional goods is more active. This pattern has created a 

constant pressure towards a surplus on the U.S. balance of payments. 


In other words, the author’s thesis, which he admits is a special blending of 
some of the ingredients of the theories which he had earlier criticized, seems 
to be that there has been an asymmetrical pattern of reaction to increases in 
U.S. exports and to increases in U.S. imports which is caused by differences 
in the categories of goods in which the United States and the rest of the world 
have had a comparative advantage and which has operated in the direction of 
persisting dollar shortage. 

By a careful analysis of U.S. trade statistics since 1890, Hoffmeyer is able 
to establish, to his satisfaction, the validity of his assumption regarding the 
comparative advantages of the United States and of the rest of the world. But 
he admits that it is impossible statistically to test the validity of his other, 
and key, assumption regarding the asymmetry of the reaction patterns in the 
two areas. Here he appeals essentially to qualitative arguments which may not 
be as convincing to others as they appear to be to him. There are some, more- 
over, who would be prepared to question the implicit assumption throughout 
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the book that there has in actual fact been a persisting tendency towards a 
dollar shortage since the late 19th century. Mere reference to the fact that the 
United States has had a continuing surplus on current account since that time 
cannot be accepted as evidence of such a tendency. 

Whatever its blemishes might be, this is a thoughtful and scholarly book 
which deserves the attention of students interested in the dollar-shortage prob- 
lem and in the changing historical pattern of United States foreign trade. 

ARTHUR I. BLOOMFIELD 

University of Pennsylvania 


Business Finance; Investment and Security Markets; Insurance 


Corporate Bond Quality and Investor Experience. By W. Brappock Hick- 
MAN. Princeton: Princeton University Press, 1958. Pp. xxix, 536. $10.00. 
This is the second of a three-volume series reporting on the findings of the 
National Bureau of Economic Research corporate bond research program.* 
This volume explores the relationships between bond quality (as measured by 
various standards in common use) and actual investor experience (as meas- 
ured retrospectively by rate of default, rate of loss—the difference between 
the promised and actual yields—and the realized rate of return). The field of 
investigation is the universe of straight corporate bonds offered during 1900- 
1943 ($71.5 billion par amount), including those outstanding on January 1, 
1900. The study covers all large straight issues ($5 million or more) of rail- 
road, public utility, and industrial corporations, and a representative sample 
of small straight issues (under $5 million) .? 

The volume begins with a convenient nontechnical explanation of method- 
ology (described more fully in Chapter 1) and a summary of the major find- 
ings. Assistance is also given to the reader by a brief summary at the begin- 
ning of each chapter throughout the book.* 

Chapter 2 deals with the behavior of the aggregate group, reflecting the 
over-all experience of investors holding corporate bonds. Major findings are: 
(1) On all bonds considered as one portfolio held from offering to extinguish- 
ment or 1944, no loss was suffered. Capital losses on defaulted issues were just 
offset by capital gains on called bonds or bonds selling in 1944 above amortized 
(adjusted) book value. (2) The lifetime yields realized on the aggregate equaled 
yields promised at offering—a remarkable achievement considering the period 
studied. (3) But within the full period, marked discrepancies appeared. Capi- 
tal gains and losses were substantial for bonds issued and held or extinguished 
in different periods. Experience was best with bonds offered and extinguished 
before, say, 1932, and with bonds offered and extinguished thereafter. It was 
poorest with bonds offered before 1932 and still outstanding on that date, and 


* The first volume is the same author’s The Volume of Corporate Bond Financing Since 
1900 (1953). The third (in preparation) is Statistical Measures of Corporate Bond Char- 
acteristics and Experience. 

? “Straight” bonds are defined as fixed-income, single-maturity bonds offered by domestic 
business corporations and held by the domestic investment public. 

* A summary of the full report is given in W. B. Hickman, Corporate Bonds: Quality and 
Investment Performance, Nat. Bur. Econ. Research Occasional Paper 59, New York 1957. 
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so exposed to the great depression. Capital losses were general on bonds sold 
on default, whereas capital gains were equally general on bonds purchased on 
default and held to extinguishment (called, matured, or reorganized). The 
study reveals that the long-term investor’s principal problem is not to forecast 
short-term changes in capital value but to predict default experience and 
major swings in basic yields. The most important contribution here is not so 
much the major findings from a mass of evidence, but the detailed analysis of 
the volatile factors that were involved in the whole record when different pe- 
riods, different industries, and different sizes of issues are taken into account. 

Chapters 3 through 8 deal with the relationship between measures of quality 
(assigned at the beginning of the investment period) and actual investor ex- 
perience. The typical or basic patterns are pronounced. An inverse relationship 
between prospective quality and default rates held almost uniformly through- 
out for all the measures of quality: agency ratings, qualification for “legal 
lists,” market rating (yield spread, or premium for risk, over yields on highest- 
grade issues), earnings protection (“times-interest-earned” and “margin of 
safety”), lien position, size of issue, and asset size of issuer. The various 
measures of quality were generally efficient in ranking issues within industry 
but were less successful in judging default rates as between major industrial 
groups. The principal errors of judgment committed by the rating systems 
arose from a failure to appraise accurately the earnings trends of the different 
industries and to allow fully for cyclical risks. Nevertheless, within industry, 
and for issues held over similar investment periods, the rating systems were 
quite accurate. 

An inverse relationship to quality also appeared among the yields promised 
at time of offering for bonds classified by the various quality measures; the 
promised yield rose as other quality measures declined. A clear-cut but less pro- 
nounced long-run relationship appeared between bond quality at time of offer- 
ing and the yields actually obtained by investors. The loss rate rose for succes- 
sively lower grades of bonds and turned from negative to positive for some 
quality measures. 

The most valuable contribution of the study is the very careful analysis of 
the specific circumstances under which each of the measures of quality was an 
imperfect predictor of actual results. None of the measures was an infallible 
guide; but some were much more reliable than others. The errors in agency 
ratings were primarily due to the variations in the business cycle and to the 
difficulties in forecasting trends in different industries. Legal listings were use- 
ful, but were no guarantee of safety, as witness the experience with many 
“legal list” railroad bonds. Market rating proved to be a highly successful 
indication of quality over a short period, but an instable indicator over longer 
periods; the market was, however, sensitive in reflecting changes in corpora- 
tions’ credit standing. Lien position had little bearing on default risk at the 
time of offering, and while yield experience was generally in favor of secured 
issues, the degree of default was largely governed by other factors, chiefly 
earnings. However, after default, adequate security resulted in favored treat- 
ment, as in reorganization. Notable exceptions appeared in the generally posi- 
tive relationship between size of issue and of issuer, and default experience. 
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The major conclusions of the study are not surprising to students of invest- 
ments. The study shows clearly that there is no substitute for quality in bond 
investments; it also shows that quality and its measurement are to a consider- 
able degree elusive. The painstaking research has, however, produced very 
significant results by verifying relationships on a mass scale and by indicating 
the important exceptions that spring from differences in periods studied and 
in industrial groupings. The statistical bases for the findings are comprehen- 
sive and detailed. The period covered includes almost every conceivable gen- 
eral condition that could affect investor experience: prosperity, growth, war, 
peace, and depression. The research is really impressive. 

HERBERT E. DOUGALL 

Stanford University 


Business Organization; Managerial Economics; 
Marketing; Accounting 


Expectations, Uncertainty, and Business Behavior. A Conference held at 
Carnegie Institute of Technology, October 27-29, 1955, under the aus- 
pices of the Committee on Business Enterprise Research of the Social 
Science Research Council. Edited by Mary JEAN Bowman. New York: 
Social Science Research Council, 1955. Pp. vii, 202. $2.00. 

The papers in this volume can be divided into three groups: (1) those ex- 
plaining decision-making in general terms (Meredith, Simon, Henry, Katona, 
Lauterbach); (2) those attempting to subtract from reality some simplifica- 
tions useful in numerical research (Georgescu-Roegen, Modigliani and Cohen, 
Shackle, Edwards, and Brems); and (3) those explaining particular business 
decisions in terms of the individual characteristics of the decision-making 
situation (Mack, Peck, Eisner, Friend, Darcovich). 

In Group 1 the principal contributions are by Meredith and Simon. Mere- 
dith represents the mind as in a state of continuous expectation based on the 
hypothesis of no surprise. When this hypothesis is not fulfilled, there is stress, 
and a new hypothesis is formed. Decisiveness comes from security and past suc- 
cess; the explanation for decision-making should be sought in the past history 
of the actor. Simon distinguishes between programmed and unprogrammed 
behavior; in the latter the actor shows the unsystematic searching character- 
istic of decision-making with uncertainty. Simon suggests that attempting to 
stay within a zone of reasonableness is more usual than attempting to opti- 
mize, given uncertainty. The suggestions of this group are sensible. They ap- 
pear to provide help for both theorists and empiricists. 

The second group deal with familiar simplifications of the operation of a 
decider’s mind. They abstract from reality in order to avoid unwieldy com- 
plexity. They are directly concerned with realism of assumptions, and em- 
phasize reasonably satisfying explanation rather than reasonably accurate 
prediction. 

Case studies are among the most interesting contributions in the third 
group. Mack elucidates the technological reasons for decisions on timing in 
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the hide-leather-leather goods chain of firms, and Peck shows how relations 
among types of costs affect inventory decisions of integrated aluminum pro- 
ducers. Peck’s study seems coherent without much formal theorizing, and 
Mack’s might have been better without her theorizing.*Eisner’s work is based 
on the 1948-50 McGraw-Hill year-end capital expenditures questionnaires. 
He seeks capital-expenditures predictors whose use is both plausible and ex 
post successful. He also estimates certain accelerator coefficients, adapting 
theories widely accepted as providing a logical basis for at least first approxi- 
mations. 

Except for Eisner’s chapter, there is little connection between theory and 
empirical work in the present volume. We have no indication of the degree of 
lack of realism in the assumptions of the members of the second group. Thus, 
in the principal paper in this group, Georgescu-Roegen deals with the philo- 
sophical and mathematical bases for probability. He doubts the existence of 
the kind of indifference relation needed to cope with multidimensionality of 
expectations; but neither argument nor empirical evidence is adduced to sup- 
port his conclusion. 

Perhaps the reason for the divorce of theory from evidence in the present 
volume is that the abstraction current in uncertainty theory is premature. If 
we already understood many individual decision processes, we might facilitate 
later work by abstracting significant regularities. But the requisite familiarity 
with individual decisions is lacking. For the near future it seems prudent to 
emphasize case studies at the expense of abstraction. 

It might have been desirable to include discussion of statistical decision 
theory, and to have the “as-if” philosophy presented prominently. Neverthe- 
less, the volume provides an interesting picture of much of current uncer- 
tainty theory, and the empirical work is valuable. 

J. A. Norpin 
lowa State College 


Industrial Organization; Government and Business; 
Industry Studies 


Antitrust Policies: American Experience in Twenty Industries. By Simon N. 
WHITNEY. 2 vols. New York: Twentieth Century Fund, 1958. Pp. xxiii, 
560; x, 541. $10.00. 

The task set for Dr. Whitney by the Fund’s Committee on Antitrust Policy 
was to assess “the effect of [antitrust] decrees,” and their afterword (II, 
441-45) sums up his labors concisely. Twenty industries were selected to rep- 
resent the major branches of mining and manufacturing (I, 3), and “it was 


*“Businessmen abhor picayune hazards. I say picayune hazards because many men 
enjoy a gamble. But the essence of this enjoyment is that it is dangerous, and therefore 
by definition not picayune” (p. 106). This statement implies that dangerous hazards in 
business may be welcomed by businessmen (for enjoyment) but that minor hazards are 
carefully guarded against. Her perverse conception of motivation does not seem to damage 
her description of behavior. 
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impossible to study even twenty thoroughly. Nevertheless, the Committee is 
impressed”—as any reviewer must be—“with the painstaking labor which 
went into the research, as it is with the difficulties confronted.” 

The book is very well organized, and the specialist in government regulation 
and antitrust policy will find it very useful. Whitney has not only gone through 
the decisions, but has assembled much data from industry publications, pub- 
lished and unpublished monographs, and government reports. It was of course 
impossible for him to delve into the court records themselves; this was ob- 
viously the function of the monograph writers. To be sure, the appraisal of 
what happened after the case depends in substantial measure on what one 
thinks was happening before the case, and the facts as “found” by one court 
or one writer may not be those found by another. But care and objectivity are 
everywhere in evidence and the fact that one would differ on any particular 
conclusion is no criticism of the book generally. 

Understandably a work this long, by a single author, reads as though he 
were impatient to stay very long in one place with so much ground still to 
be covered. Almost every industry is awarded good marks for ‘“‘performance”— 
meaning mainly increase in total output and output per man—without the 
attempt being made to estimate whether it might not have done better or 
worse under different conditions; or even the extent to which its improvement 
in productivity was the result of improvements in a supplying industry. Even 
a hidebound monopoly could scarcely fail the test. 

More serious is a failure to state certain issues clearly—let alone resolve 
them. One such example is,in the treatment of integration, particularly vertical 
integration. The perennial complaint of less integrated firms is that their 
more integrated rivals have the “power” to drive them out of existence by 
dropping prices while earning profits on their other activities, Under certain 
conditions, chiefly relating to entry, it may indeed pay an integrated firm to 
wage predatory warfare; or integration may simply be a more efficient 
method; or it may be neutral. The anti-integration argument gets the back of 
the author’s hand in meat packing (I, 84); is taken fairly seriously in petro- 
leum distribution (I, 187); is mentioned in a baffled way in aluminum (II, 
93); and apparently dismissed in steel (I, 320), etc. It is briefly summed up 
though scarcely analyzed (II, 398); in approving a quotation, the author de- 
stroys the previous comment about distribution of oil products. This final dis- 
cussion comes, correctly enough, under the heading of price discrimination; 
but the opening paragraph (II, 397) confuses discrimination in the economic 
sense, i.e., wholly net of differences in cost, with discrimination in the Robin- 
son-Patman sense, i.e., mere differentials. The reader comes out as slogan- 
ridden as he came in. 

The discussion of cost-price flexibility also suffers for lack of rigor. The 
stability of steel (I, 252), cement (II, 289), and farm machinery (I, 309) 
prices in recession is explained by inelastic demand for the product as a whole; 
but this is simply the reasoning of the intelligent monopolist. Again, it is not 
true that steel or cement marginal cost “is likely to be low compared with 
total cost” (II, 288), except under particular conditions. Here the author 
misses an opportunity: for price to be raised when marginal is well below 
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average cost—as has occasionally been true of steel——tells much about the in- 
dustry’s behavior. 

The attempted Bethlehem-Youngstown merger gets a paragraph of unquali- 
fied approval (I, 267), aside from noneconomic aspects. Perhaps the con- 
cerns are altogether noncompeting; and perhaps costs would be reduced 
here and by similar mergers elsewhere, but no evidence is offered. No merger 
is needed for additional steel capacity in the Chicago area. For if the invest- 
ment is profitable, the existing firms can make it, unless we assume, contrary 
to fact, that firms of the size of Youngstown or Inland have no access to the 
necessary funds. 

Acceptance of conventional market boundaries is shown in the case of 
bituminous coal, which is considered unconcentrated and price-competitive, 
despite short-run inelasticity of demand (I, 419-20). (Contrast with the dis- 
cussion two paragraphs earlier.) But Whitney notes that freight accounts for 
40 per cent of wholesale delivered cost, which very nearly proves—and other 
data could prove—that coal markets are subject to great spatial differentia- 
tion. Along the East Coast, large plants can switch among coal, oil and gas 
in a matter of hours, and demand is decidedly price-elastic. The relevant mar- 
ket may therefore be wider or narrower than coal. Some coal markets (or fuel 
markets) are competitive, some dominated by monopoly or monopsony with 
stable price discrimination. 

The proration system in oil is said to lead to a not much higher price in the 
long run, or perhaps even to a lower price—it is not at all clear which (I, 167). 
This would be true only under very special assumptions—never specified— 
about the expectations of producers, trends in the real costs of production, 
and the cost of holding reserves. Moreover, it ignores the effect of per-well 
allowables in inducing the sinking of too many wells and a much higher 
level of real costs. The industry today is much concerned about this waste— 
here, surely, the economist ought to lead, not lag. 

The principal defect of the work, in short, is its neglect of economic theory 
as a guide in separating fact from impression, and a means of establishing 
what premises are needed to support any given conclusions. The need to make 
the criticism speaks well for the book, whose author was not content with a 
mere tourist survey of old legal battlefields. That he aimed high makes the 
reviewer demanding, but makes the work of permanent value; that he did not 
fully succeed means only that there is much more to be done. 

M. A. ADELMAN 

Massachusetts Institute of Technology 


A Study of the Antitrust Laws. By JosepH W. Burns. New York: Central 
Book Company, 1958. Pp. xiv, 574. $12.50. 

Mr. Burns and his associates have drawn the materials for their study of 
the antitrust laws from the investigations of the Subcommittee on Antitrust 
and Monopoly of the Senate Committee on the Judiciary, 85th Congress, for- 
merly headed by Senator Kilgore. Burns was the chief counsel of the Sub- 
committee. He is an attorney, not an economist, but his admirable legal 
scholarship has been supplemented by able advice from some economists on 
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the subcommittee staff. The volume is not an official report of the subcom- 
mittee. Burns’ unofficial reflections are remarkably nonpartisan. 

Though the study touches upon practically all of the important problems of 
law and economics that have arisen under the antitrust laws, it does not give 
equal attention to all. Most of the chapters are written from the viewpoint 
of the antitrust bar, as one would expect. From the viewpoint of an economist 
they overemphasize procedural and legal questions at the expense of the sub- 
stantive economic problems, in a manner somewhat reminiscent of the Report 
of the Attorney General’s National Committee to Study the Antitrust Laws. 
Nevertheless, the procedural problems are of great importance in the practical 
enforcement of the antitrust laws, and economists will learn much from Burns’ 
discussion of them. He devotes a whole chapter to the problem of overlapping 
jurisdiction of the Federal Trade Commission and the Department of Justice. 
Feeling that the present division of authority is unacceptable, he considers two 
alternatives: either to give the Department of Justice sole jurisdiction over 
Sherman Act violations and the FTC sole jurisdiction over certain Clayton 
Act and Federal Trade Commission Act violations; or to combine all enforce- 
ment in a single agency and “as much of the judicial determination as is con- 
stitutionally permissible” in a single tribunal. Rejecting the former alternative 
because of the obvious complementarity of Sherman Act and Clayton Act 
violations, he argues in favor of a single enforcement agency. 

Another problem that concerns Burns, as it does everyone else, is the in- 
consistency and uncertainty in the antitrust statutes, in their interpretation by 
the courts, and in their enforcement. The apparent conflict between the phi- 
losophy of the Sherman Act and that of the Robinson-Patman Act is the 
best-known case of inconsistency but by no means the only one. One of the 
most interesting features of the volume to this reviewer is a summary in the 
first chapter of replies to a questionnaire that the subcommittee staff sent to 
all members of the federal judiciary. The judges were asked to comment on 
various criticisms of the law and its administration and on certain proposals 
for their improvement. (Those who believe that the law is a more exact and 
consistent discipline than economics will be distressed by the frequent divi- 
sions of opinion among judges on procedural as well as on substantive ques- 
tions). The questionnaire elicited from several judges some thoughtful analysis 
of the fundamental philosophy of the antitrust laws, again emphasizing the 
recurring problems of legal action in dealing with the economic condition of 
monopoly. Says one, “. . . Does Congress intend to hold liable a person who 
in good faith and without predatory practices seeks, by morally neutral means, 
to attain a dominant position in the market?” (p. 21). Says another, “. . 
Things will not be very much bettered, until Congress declares what form 
it wishes industry to take; and . . . no paraphernalia of amended procedure, 
pre-trial, appeal, and this and that, will in the end be more than palliatives” 
(p. 59). Obviously, many judges feel that they are being asked to decide these 
questions without adequate legal foundation, in other words to legislate rather 
than to interpret law. Burns himself has little to suggest in the way of remedy. 
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Quite different from the discussion of procedure and specific legal problems 
is a long chapter (comprising one-fourth of the book) on “Bigness and Con- 
centration of Economic Power—A Case Study of General Motors Corpora- 
tion.” Noting that the Attorney General’s Committee was largely silent on 
the subject of bigness, the staff authors (“directed and supervised” by Burns) 
develop a detailed picture of the relation of size to market power as exempli- 
fied in General Motors. The authors clearly think that the market advantage of 
General Motors is cumulative. The corporation has entered one market after 
another by “conglomerate” integration and has gradually achieved a com- 
manding position in each by combining its well-known technical efficiency and 
progressiveness with aggressive exploration of all market advantages, all op- 
portunities for reciprocal dealing, all advantages stemming from its advanced 
degree of horizontal and vertical integration. For example, the study shows 
how General Motors’ acquisition and development of the Euclid road-building 
equipment firm complemented and strengthened its development of diesel en- 
gine production to the disadvantage of independent manufacturers of diesel en- 
gines. Assuming that the facts presented are accurate and complete, the study of 
GM does offer a persuasive warning on the growth of size and power in a multi- 
tude of markets. (The tone of the chapter is distinctly less detached than that 
of the chapters on procedure.) The authors hold that the merger with Euclid 
should have been tested in the courts, under the amended Section of the Clayton 
Act. They are skeptical that the alleged economies of conglomerate integration 
outweigh the disadvantages of further concentration. “If the authorities seri- 
ously intend . . . [to check] concentration, it would be difficult to envision a 
more likely case than an important acquisition by General Motors” (p. 424). 

The General Motors case study also takes up at length the grievances of the 
automobile dealers against the manufacturer. Many economists may find it 
paradoxical that the principal achievement of the antimonopoly Subcommittee 
was to eliminate from automobile markets the chief remaining competitive ele- 
ment, namely the pressure by manufacturers upon retailers to sell in large 
volume. As a result of the hearings, the dealers were given some protection 
against the manufacturers. No doubt too much is made of the dealers’ 
grievances. Yet the story developed here does show how competitive aggres- 
siveness combined with great power can lead to arbitrary and unfair results 
in market relationships with small dependents. 

In the final “recommendations” the study returns to its detached tone—so 
much so that the recommendations appear meaningless by themselves. For 
example: “3. Hearings should be held to determine what congressional policy 
should be with respect to foreign trade” (p. 565). Against the background 
of the excellent earlier chapter on antitrust problems in foreign trade, how- 
ever, it is a little clearer what Burns hopes Congress will do. Economists will 
find the encyclopedic review of law and policy in connection with such topics 
a very valuable feature of the book. 

James W. McKie 

Vanderbilt University 
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Administered Prices: Hearings before the Subcommittee on Antitrust and 
Monopoly of the Senate Judiciary Committee, 85th Congress, 1st session, 
July—November 1957. 4 parts. Washington: Supt. Docs., 1958. Pp. 194; 
477; 502; 358. 


Administered Prices, Steel:Report of the Senate Judiciary Committee made 
by its Subcommittee on Antitrust and Monopoly, 85th Congress, 1st ses- 
sion. Washington: Supt. Docs., 1958. Pp. ix, 204. 

Congressional hearings on the conduct of major industries are often of con- 
siderable interest to practicing economists. They occasionally lay the ground- 
work for legislation which, for better or worse, has important consequences 
and, at the very least, bring together information not readily available else- 
where. Congressional hearings also enable economists to gauge how well the 
results of their research and reflection are getting through to the people that 
they would influence. 

The steel industry has long been a favorite subject for investigation. The 
most recent inquiry was touched off by the 20 per cent or so increase in the 
prices of most steel products from January, 1953 through July, 1957, not- 
withstanding that the industry operated at less than full capacity during 
this period. While digressions were frequent, the investigation centered mainly 
about four questions: (1) Do “administered” prices exist? (2) Are they bad? 
(3) Was the price increase mainly caused by the wage concessions to the steel 
workers’ union? (4) If not, are the major steel companies using monopoly 
power to exact “unreasonably” high administered prices? The investigation 
was opened by the examination of four academic economists with no financial 
ax to grind, moved on to hear the partisan witnesses of interested parties, and 
was summed up in reports of the majority and minority members of the sub- 
committee. 

The subcommittee sought enlightenment from professional economists on 
the nature and significance of “administered”’ prices, calling as its first witness 
E. G. Nourse. The former president of the American Economic Association 
responded by striking a note of moderation that Congressmen seem to like. 
He conceded that “the economic institutions and business practices described 
as administered pricing grow naturally and properly out of the conditions 
of modern industrialism and that they may be so used as to promote both 
economic growth and business stability vigorously and consistently.” But 
Nourse then allowed that he was “deeply apprehensive lest the actual adminis- 
tration of the prices of goods, of commercial services, and of labor are imped- 
ing or threaten to impede seriously the full and continuous use of the Nation’s 
productive resources toward satisfying the needs and wants of consumers.” 
Nourse’s main fear was that the collusion against consumers practiced by 
large firms and labor unions would generate a confidence-destroying inflation 
or entail the use of such monetary restraint as would trigger a recession. As to 
how this danger could be met he had nothing to urge save the “economic 
statesmanship” that he has been urging for twenty years. 

The subcommittee next proceeded to the examination of J. K. Galbraith 
who obliged as one would expect with a lucid, novel, and quite debatable dis- 
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cussion of the tie between administered prices and inflation. The substance 
of his testimony was that: (a) administered prices are inevitable, (b) prices 
have risen more rapidly in the administered than in the nonadministered sec- 
tor of the economy, and (c) firms with administered prices are in a better 
position to pass on cost increases than firms that sell in more competitive mar- 
kets. What to do? Galbraith can only suggest that price administrators be 
called before Congressional committees to justify their more startling increases. 
The fear of having their avarice exposed will presumably make them more 
reasonable citizens. 

The next witness was Gardiner Means who, unlike the first two witnesses, 
brought along his statistics to fortify the assertion that prices go up fastest 
in the administered sector of the economy. His recommendation was a tem- 
porary wage-price freeze (apparently to be achieved through moral restraint) 
while government economists learn more about administered prices. 

The subcommittee next heard Richard Ruggles who doubted that so-called 
administered prices, if they exist, have any economic significance. His testi- 
mony was to the effect that inflation has resulted because money wage rates 
have increased more rapidly than man-hour productivity; that there is no 
evidence that administered prices have gone up faster than other prices; and 
that the practice of administering prices can in no sense be said to have 
“caused” inflation. 

As its last disinterested witness, the subcommittee called J. R. Moore who 
agreed that, in time of general business recession, product prices in competi- 
tive industries are probably less rigid than product prices in highly concen- 
trated industries; but the presence of greater rigidity was attributed to the 
greater power of labor unions in highly concentrated industries. In time of 
general business recovery, Moore believes that such industries are likely to be 
soft in their bargaining with labor unions since they have less difficulty in 
passing any wage increase on to customers in higher prices. 

The partisan testimony went much as one would expect. The research di- 
rector of the steelworkers’ union introduced evidence to show that the increase 
in steel prices far exceeded wage increases granted to steel workers and con- 
cluded that the industry “raises its prices to maximize its profits at the highest 
possible level which it can achieve without loosing its customers to other in- 
dustries or without calling down the full wrath of the Government and the 
public.” In a brief prepared for the United States Steel Corporation—prob- 
ably the best piece of evidence presented to the subcommittee—Jules Backman 
showed that wage rates have risen more rapidly than man-hour productivity in 
the steel industry in recent years; and he implied that any “undue” increase 
in the price of steel must be ascribed to this divergence. No doubt Backman 
came closer to the truth than any one else (though the fact that, in 1957, 
11 of the 18 highest-paid company executives in the American economy were 
officials of Bethlehem Steel creates considerable sympathy for the union’s re- 
luctance to accept the blame.) 

The majority report of the subcommittee affirmed that steel prices were 
administered, viewed them with alarm without making definite accusations, 
felt that the increases in steel prices were “excessive,” and called for further 
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study. The minority report held that the testimony taken “clearly demon- 
strates that steel is a competitive industry and there is no evidence whatsoever 
that steel prices are established by other than competitive forces.” 

The net effect when one reads these hearings is to make one depressed with 
the state of economics as a profession. Much of the testimony was directed 
to questions that economists would consider as irrelevant or susceptible to ob- 
vious answers. Notwithstanding that all of the scholars, and most of the 
advocates and Congressmen who participated in the hearings had at least one 
course in economics not too long ago, it was not even taken for granted that 
business firms do seek—or should seek—higher profits. The testimony of 
the experts was too vague and conflicting to afford concrete guidance to Con- 
gress. And the published hearings give no indication that anybody’s precon- 
ceptions about why the price of steel increased between 1954 and 1957 were 
changed in the light of the evidence gathered. The record contains quite a few 
miscellaneous facts that may interest a student doing research on the steel 
industry. This reviewer is unable to see that the hearings serve any other 
useful purpose. 

DoNALD DEWEY 

Duke University 


Some Economic Problems of Public Enterprises in India. By PARMANAND 
Prasap. Leiden: H. E. Stenfert Kroese, 1957. Pp. x, 244. Fl. 14.50. 
India is the cynosure of all who are anxious to see whether a desperately 
poor country can achieve rapid economic development under a democratic 
form of government. Because public enterprise has been assigned an important 
developmental role in India, almost any book that explores problems asso- 
ciated with that subject demands attention. The reader must be warned at the 
outset, however, that the book under review—although the most substantial to 
have appeared so far—focuses almost entirely on just two topics: the operat- 
ing efficiency of public enterprises, and their accountability to Parliament. 
The lengthy first chapter, devoted to a motley assortment of “general 
issues”—including “scope of public enterprises,” “uncertainties,” and “mo- 
tives”—is a rather nondescript international survey. The second chapter uses 
well-known arguments to contrast the advantages of administering a public 
enterprise as a public corporation set up under special legislation, with the dis- 
advantages of running a public enterprise as the arm of a government depart- 
ment or as a limited-liability company patterned on the model of a private cor- 
poration. It is the public corporation, Prasad believes, that offers the best com- 
bination of what he posits as the two principal requisites for a public enter- 
prise in a democracy—operating flexibility and Parliamentary control. In 
the third chapter the author dwells on his two main concerns: the need for 
functional cost accounting to secure maximum operating efficiency, and the 
problems associated with accountability to Parliament. In this section he 
draws on the experiences of other Commonwealth countries and also of the 
Netherlands and the United States. The fourth is an informative, but purely 
historical, chapter that traces the reasons for, and conditions attending, the 
establishment of public enterprises in India as revealed in official and non- 
official discussions, reports, and plans from 1880 onwards. Prasad concludes 


| 
| 
| 
? 
; 


BOOK REVIEWS 199 


this historical survey with the observation that “the objectives of public en- 
terprises [in India] is to make good the infrastructural deficiencies and 
lacunae as much and as quickly as possible and to initiate development which 
will become the basis for the cumulative expansion of the economy. . . . These 
enterprises should not be regarded as instances of ‘creeping socialism’ ” 
(p. 125). The last three chapters comprise detailed descriptions of the ad- 
ministration of several of India’s public enterprises, intended to exemplify the 
problems of efficiency and accountability in the context of the three different 
organizational forms mentioned earlier. (The book, it may be here noted, suffers 
from poor style, carelessly prepared footnotes and bibliography, the omission 
of an index, and innumerable typographical errors.) 

Prasad stresses cost accounting as the principal means of securing operating 
efficiency—when it is used for the establishment of normative costs and for 
the construction of normative and flexible task-setting budgets. His descrip- 
tion of “proper” cost-accounting and budgeting procedures leans heavily on 
theories and techniques developed in recent years in Holland, where academic 
and official circles have been actively engaged in refining efficiency controls 
for public enterprises. He repeatedly points to the contrast between the tech- 
niques that he suggests and the present orientation of controls in India to- 
wards—in his terminology—‘“juridico-financial” considerations. Prasad also 
laments the fact that Indian public enterprises have not been granted that 
minimum degree of freedom from government control that he considers es- 
sential for flexible, efficient, businesslike management. He finds that even those 
enterprises that have been established as public corporations tend to be 
gradually drawn “into the arms of the Governmental machinery” (p. 195). 
Indeed an important example, which came to light after Prasad’s book was 
written, stirred up much excitement in India and led to the resignation of the 
Finance Minister; this was the case of the State Insurance Corporation, which 
in 1957 made certain much-criticized investments at the bidding of the 
Finance Minister. 

It is unfortunate that the author chose to restrict the book’s coverage as 
much as he did, even though the fact that it was initially a doctoral disserta- 
tion makes the narrow scope understandable. Those who are interested in the 
functions and operations of public enterprises in India will keenly miss any 
reference to such vital matters as the relations of public enterprises with their 
workers, the considerations that enter into the determination of prices charged 
by public enterprises, and the problems associated with the rational utiliza- 
tion of the nation’s resources (the word “inflation” seems to appear in the 
book just once, on the penultimate page). Most to be regretted, however, is 
the lack of a rounded discussion on the need to find substitutes for the spur 
of competition and the profit motive as incentives for increasing efficiency. 
Certainly every author has the right to delimit his subject as he chooses, but 
here the concentration on the mechanics of control to the complete neglect of 
other considerations invests the presentation with an aura of unreality and 
naiveté that may unfortunately turn aside readers who might otherwise have 
learned something of value. 

Epona E. ERLICH 
Federal Reserve Bank of New York 
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The Efficiency of the Coal Industry: An Application of Linear Programming. 
By James M. HENpDERSON. Cambridge: Harvard University Press, 1958. 
Pp. xii, 146, $4.50. 

The development of a model of a particular sector of the economy is usually 
undertaken with a view toward achieving descriptive accuracy. Most such 
studies share the general orientation of W. Leontief’s work in input-output 
analysis, and seek to contribute to the increase of knowledge of the actual 
production capabilities of the economy. They focus on the economy as it is— 
or as it is expected to be in the future—rather than on the economy as it 
should be. This study departs from the general practice, for the tools of sector 
analysis are here applied in an effort to answer the question: What is wrong 
with the coal industry? The model which is formulated is explicitly norma- 
tive, and departures of actual results from those generated by the model are 
identified as failures of free markets to achieve efficiency. The resulting diag- 
nosis of the ills of the coal industry will not come as a great surprise to anyone, 
but the detailed information presented will be of interest to those who are 
particularly concerned with the future of the industry. The most interesting 
feature of the book is the persuasive case it makes for linear programming as 
a device for obtaining quantitative estimates of the extent of departure from 
the efficient solutions generated by perfect competition. In this connection, the 
fact that the empirical results corroborate existing (qualitative) views as to 
the problems of the coal industry is certainly to be regarded as a virtue. 

The model emphasizes the spatial distribution of demand and capacity and 
the fact of differing extraction costs. Unit extraction costs are assumed—with 
some supporting evidence—to be constant up to a definite capacity for each 
deposit. Unit costs of transportation are constant for shipments from a par- 
ticular deposit to a particular consuming area. The technique for computing 
solutions to the linear programming “transportation problem” is employed to 
yield a system of deliveries which meets given spatially distributed demands 
and minimizes total extraction and transportation costs. Optimum solutions 
are computed for 1947, 1949 and 1951, employing historical values of capaci- 
ties, unit costs and coal consumption for those years. The empirical model 
distinguishes 22 deposits and 14 consuming areas. 

The absence of data on actual shipments restricted the comparison of actual 
and efficient performance to measures based on output figures and total costs. 
The general conclusion is that inefficiency increases when output declines—as 
a result of a failure to concentrate the reduction in the high-cost areas—but 
this increase is relatively minor compared to the persistent secular inefficiency 
of the industry. The author analyzes both the secular and the cyclical element. 
One explanation for the latter which he overlooks is the fact that unit royalty 
payments may be determined by long-term contracts. To the extent that this 
is true, the low real-cost producer is just as vulnerable to short-run declines in 
demand as his high-cost competitor, and the market forces making for effi- 
ciency are thwarted. 


200 

| 

( 

) 

( 


BOOK REVIEWS 201 


The core of the book was provided by Henderson’s two articles on the coal 
industry which appeared in The Review of Economics and Statistics (Nov. 
1955 and Feb. 1956). The principal additions are a more complete discussion 
of the theoretical model and the methods by which solutions to the transporta- 
tion problem are computed, and an examination of possible remedies for the 
problems of the industry. The exposition of the transportation problem is 
competently done, but the fact that such expositions are now available in 
many other sources tends to reduce the value of this addition. 

The ultimate test of a normative model of this type comes when (and if) 
the policy recommendations derived from it are put into effect. Lacking such 
a test, one is forced to fall back on subjective evaluations of the quality of the 
data, the acceptability of the simplifying assumptions, and the plausibility of 
the results. The reviewer’s reaction to this model is generally favorable. Per- 
haps, however, the important question is not whether the model is “right,” 
but whether more adequate tools for organizing the information relevant to 
policy decisions are available. In view of the complexity of the problem posed 
by spatially distributed demands and capacities, the answer probably is no. 
The author’s case for analysis of this type is valid, and we can concur in his 
recommendation that further applications of the model be made. 

S. G. WinTER, JR. 

The Brookings Institution 


Raw Materials—A Study of American Policy. By Percy W. BinwELy. New 
York: Harper Brothers, for Council on Foreign Relations, 1958. Pp. xvi, 
403. $5.95. 

This book, published for the Council on Foreign Relations, takes up where 
the reports of the 1952 Paley Commission left off. With the United States 
market as the focus, a succinct picture is presented of the production, market- 
ing, and regulation of major raw materials. The factual summaries, which 
usually carry the reader up to early 1958, are solidly authoritative, having 
been prepared with the usual Bidwell scholarship. The advice and information 
provided by an impressive group of business, governmental, and academic 
experts, such as the Council on Foreign Relations typically musters in support 
of its staff work, seem to have been well and wisely used. And the simplicity 
of tables and charts is a joy to the reader. 

This brings us to the “however” stage of the review. Those who are looking 
for a fresh re-evaluation of raw materials policy will not find it here. Three 
introductory chapters raise the major issues—those of military defense, do- 
mestic economic growth, and international relations. And a final chapter ap- 
pears to return to the issues. But the final evaluation really does not draw 
upon the intervening factual chapters for its conclusions. 

In view of the grand design of the book, it was inevitable that there should 
be an unbridged gap between factual presentation and policy evaluation. One 
simply cannot evaluate the national policy on raw materials principally 
through a case-by-case analysis of the situation in each raw material, particu- 
larly when the analysis is focused primarily on the United States market. To 
be sure, one has to know the main facts with regard to such materials as a 
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prerequisite to the shaping of a workable policy. But the facts about specific 
raw materials only begin to provide the background for a sensible policy. 

Take the case for commodity stabilization agreements, a case which has 
been strongly urged from various quarters with respect to copper, lead, zinc, 
and wool. To evaluate that case, one has to consider a wide range of questions: 
how these products fit into the domestic economies and payment positions of 
other countries; how our political interests vis-A-vis such countries would be 
affected by such stabilization; how such stabilizaticn schemes could be im- 
plemented realistically; what the precedent-making implications of such 
schemes might be for the rest of trade policy. But unhappily none of these 
issues is really covered and the subject eventually is dismissed in ten lines, on 
the assertion that though such schemes may help exporting countries, they 
would hurt the importing countries more. 

The policy evaluations in the field of defense are equally unsatisfying. To 
be sure, there is an appropriate recognition of the existence of nuclear arma- 
ment and of the changed nature of the defense problem. And the author does 
briefly raise the question whether our stockpile is being provided with the 
goods that would be needed for a speedy recovery after the first crippling 
attacks. Yet most of the discussion is conducted on the implicit assumption 
that the nature of warfare has not really changed very much after all. The 
author insists, for instance, that the St. Lawrence Seaway is “free from the 
danger of enemy action,” a reassuring but archaic notion. Elsewhere—in a 
discussion of the defense problems attending our oil policy—the possibility of 
nuclear warfare is explicitly excluded from the calculations. If we can really 
afford to exclude nuclear warfare and to operate on the assumption that the 
military problems of the future simply run the gamut from Korea to Lebanon, 
then much of what we are doing with raw materials in the name of military 
preparedness is a sham. 

There is another feature of the book on which the prospective reader is 
entitled to fair warning: the limited scope of the treatment of future supply 
and demand conditions. Raw materials policy turns centrally on the future 
availability of exhaustible products. A projection of future availability in- 
volves a series of tough factual questions and projections: prospective supply 
and demand must be probed; possibilities for substitution must be closely 
examined. And these examinations must take place in a framework broad 
enough to encompass the future performance of the world economy. There is 
a valiant stab at this set of nasty questions, but one which necessarily is far 
more superficial than the Paley Commission was able to make. This is the 
sort of critical question whose answer demands an attack on a major scale, 
beyond the capacities of the lone investigator. As a result, one will not find 
here the kind of solid stuff needed to ruminate on the outcome in the race be- 
tween the exhaustion of raw materials and the discovery of new sources and new 
substitutes. 

One needs only to relabel the book and restate its objectives in order to 
welcome it as a real contribution to the contemporary literature on raw ma- 
terials. As an account of the postwar efforts of producers in the United States 
to protect themselves from foreign competition, the book comes off well and 
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constitutes a welcome companion-piece to the other Bidwell works on the 
subject of American protectionism. 
RAYMOND VERNON 
New York, N.Y. 


Du Kolkhoze au Sovkhoze. By DEMostHENE Nacov. Paris: Editions de 
Minuit, 1958. Pp. 277. 


This is the first volume of an intended “trilogy” concerning the working 
principles and the “operational” system of Soviet agriculture. This book deals 
with the development of the collective farms (Kolkhozes) in historical per- 
spective, and their “evolution” toward the state farm (Sovkhoz). A second 
volume, in press, focuses on the organization and remuneration of labor in 
agriculture; while a third volume, in preparation, is to examine planning in 
agriculture and in the industries depending on it. 

The present volume falls into two basic parts. Nacou presents first, in a 
detailed fashion, the data concerning the precollectivization forms of agricul- 
tural organization, the nature and impact of the collectivization drive and the 
forms of agricultural organization up to the reforms currently introduced by 
N. S. Khrushchev. The second part of the volume discusses the optimum scale 
of agricultural exploitation, the state pressures in favor of concentration into 
large-sized farms and the failures in carrying through the early 1950 plan of 
“agro-towns” (Agrogorods.) An epilogue enumerates more than it evaluates, in 
some thirty pages, the Khrushchev reforms. 

An agronomist by profession, Nacou is at his best when he discusses such 
problems as the optimum size of the collective or of the state farms in the 
technical conditions prevailing in Soviet agriculture. He is less fortunate in his 
historical analysis, and seems to labor at a disadvantage when he attempts to 
draw some general conclusions concerning the discrepancy between means and 
results in Soviet agriculture. Apparently he is ignoring the basic English works 
of L. E. Hubbard, Naum Jasny and Lazar Volin. He seems to be satisfied— 
and so apparently is P. Fromont who writes the introduction—with the gen- 
eralization that the failures of Soviet agriculture stem from the psychological 
opposition between the individual tendencies of the peasantry and the 
centralizing tendencies of the state. No inkling is to be found in the book of 
the role of prices in agriculture and of the possibility of bringing about sub- 
stantial changes in this stagnating sector of the Soviet economy in any other 
way than the transformation of the Kolkhoz into either a cooperative or a 
state farm. The specific position of the collective farmers as residual claimants 
to their own collective output seems not to be clearly grasped, while the pre- 
vailing system of payment of labor on the farm—the work day (trudoden’) 
system—is idealized as the last link between “harvest and remuneration” 
distinguishing the peasant from the salaried worker. 

Soviet agriculture is currently experiencing the most significant changes 
since the collectivization of the ’thirties. Foremost among these changes are 
the discarding of the past cumbersome and paralyzing systems of agricul- 
tural procurement consisting in obligatory deliveries at below-cost prices, 
deliveries in kind to the state-owned Machine and Tractor Stations (MTS) 
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and deliveries on “contracts,” in favor of a system of single deliveries, still 
based on assessment of the land-surface of the collective, but paid for by 
zonally differentiated prices on a cost-plus basis. Along with these changes 
also go the disbanding of the MTS, the sale of agricultural machinery to the 
collectives and the “transfer” to the latter of the MTS personnel. In the rela- 
tions between the newly revamped Kolkhoz and the state, the price lever is to 
be used more effectively than in the past. Once the state has accumulated 
stocks, it plans to buy only from the most “efficient” Kolkhozes and force the 
less efficient either to increase rapidly their productivity and specialize or 
merge with better endowed Kolkhozes. Whatever might be the basic psycho- 
logical conflict between the peasant and the state, which this reviewer does 
not deny, a more imaginative use of the price system could and very probably 
would affect deeply the relation prevailing in this sector of the Soviet econ- 
omy. 
NICOLAS SPULBER 
Indiana University 


Labor Economics 


Human Resources: The Wealth of a Nation. By E11 Ginzserc. New York: 
Simon and Schuster, 1958. Pp. 183. $3.75. 

In this report on the work of the Conservation of Human Resources Project 
established at Columbia University in 1950, Professor Ginzberg of the Gradu- 
ate School of Business Administration declares that in the absence of positive 
government assistance too little capital will be invested in improving the 
quality of the country’s greatest single asset, its people. “Adequate instruction 
for truly developing the potential of the population . . . is at the center of the 
human-relations problem” (p. 35). 

The project is concerned with identifying the major sources of waste in this 
area and only incidentally with policy recommendations. Policy issues are 
more particularly of concern to the National Manpower Council which is also 
directed by Ginzberg. Four main sources of waste are identified and dis- 
cussed: unemployment; underemployment; inadequate training; and imper- 
fections in the labor market, particularly those resulting from discrimination 
on account of race, color and sex. The discussion is penetrating, perceptive 
and wide-ranging as is to be expected in an interdisciplinary venture of this 
sort. The fact is rightly stressed that some of the most serious wastes are emo- 
tional and psychological rather than narrowly economic. This book and the 
more detailed studies undertaken by the Project add to our understanding of 
the problem of growth within a framework of freedom. 

While this book contains no direct policy recommendations I am neverthe- 
less disturbed by the policy implications which are implicit in Ginzberg’s defi- 
nition of underemployment—“situations where individuals are unable to find 
a satisfactory, productive job in the community that pays at least the minimum 
wage prescribed by Federal or state law” (p. 41)—-when taken in conjunction 
with his dictum that only as “every individual has the right to work can the 
United States be true to its heritage and fulfill its promise” (p. 46). 
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“I have rights,” wrote J. M. Clark, in Social Control of Business, “only in 
so far as other people have duties toward me” (p. 91). If there is a right to 
work then someone, somewhere has a duty to provide work. Private persons 
in many parts of the country cannot discharge this duty within the terms set 
by Ginzberg’s definition of underemployment, since the federal minimum 
wage is substantially higher than the effective minimum in many small com- 
munities particularly in the rural South. Nor can these communities discharge 
the duty. Only the federal government with its power to tax, to inflate the 
currency and to protect the national market from foreign competition, is in a 
position to do this. Would it not be better to talk about the “opportunity” 
rather than the “right” to work and to refrain from defining suitable work 
with reference to particular communities and a legal minimum wage? 

A final point. Ginzberg’s criticism of recent educational trends strikes me 
as so right and so effective that I would hope that under his direction the 
National Manpower Council might be willing to examine sympathetically a 
proposal made by Milton Friedman: that the administration of education be 
returned to the private sector of the economy while the state continue, in 
recognition of the existence of uncompensated social benefits, to provide tui- 
tion assistance. Freedom of choice would be restored to parents and competi- 
tion would encourage experimentation and progress. Any study of the work- 
ability and probable long-run consequences of such a proposal will have to 
deal with the amount and duration of the tuition assistance. My own thought 
is that the tuition should be just sufficient to provide that minimum of skill 
and literacy needed to prepare for citizenship and to permit those who desired 
to go further to do so on their own steam. If Ginzberg is right in saying that a 
skilled worker can expect to earn a quarter of a million dollars more during 
his lifetime than an unskilled worker (p. 159), it should not be beyond the 
wit of man to devise private financial institutions which would invest on 
mutually profitable terms in the further education of all those who possessed 
the necessary aptitudes, character and ambition, and at the time when they 
were prepared psychologically to get the maximum benefit from the instruc- 
tion. 

Joun V. VAN SICKLE 
Wabash College 


Labor and the New Deal. Edited by Mitton DerBer and Epwin Younc. 
Madison: University of Wisconsin Press, 1957. Pp. xi, 393. $6.00. 

This volume is a joint project of twelve members of the department of eco- 
nomics of the University of Wisconsin and the Institute of Labor and Indus- 
trial Relations of the University of Illinois. It is a collection of “more or less 
independently written essays designed to analyze and interpret selected aspects 
of labor relations and the labor movement during the New Deal years and 
their implications for the present.” No attempt is made to provide a compre- 
hensive account of the period. Rather, the topics selected were those which 
appealed to their authors, with a number of other important subjects left un- 


*“The Role of Government in Education,” in Economics and the Public Interest. 
R. A. Solo, editor. New Brunswick, N.J., 1955. 
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touched “because of the desire to prevent the volume from becoming too 
large.” 

The context of the volume can best be gauged by a brief review of the 
topics treated by the several contributors. The opening essay by Milton Derber 
seeks to trace the patterns of trade union growth during the New Deal and to 
examine the implications of this expansion for subsequent years. Edwin Young 
follows with a discussion of the forces that brought about the split in the 
labor movement, their consequences and the events that led to the ultimate 
merger between the AFL and CIO. Bernard Karsh and P. L. Garman then ex- 
plore the role played by left-wingers and communists in the activities of the 
unemployed and the new industrial unions in mass-production industries. 
Each of these three chapters stands on its own feet, with relatively little in- 
tegration between them. 

The next four chapters, which deal with the role of the federal government, 
present a much greater sense of unity and to a degree are some of the more 
interesting in the book (at least to this reviewer). Murray Edelman reviews 
the influences and pressures responsible for policy formulations with regard 
to labor during the New Deal period. The other three chapters are more spe- 
cialized, with R. W. Fleming discussing the Wagner Act and its implications. 
Elizabeth Brandeis reviewing protective labor legislation and E. E. Witte ex- 
amining social security legislation. 

A different facet of labor is examined in the next two chapters. R. C. Wil- 
cock touches on the changing patterns of management thinking and behavior 
vis-a-vis labor organizations, while Doris E. Pullman and L. R. Tripp examine 
collective bargaining as it was affected by the National Labor Relations Board 
policies. The final essay in the book by Selig Perlman seeks to tie the whole 
together by providing a broad historical and philosophical perspective for 
evaluation of labor developments of the New Deal era. 

The main purpose of the volume, as stated in its foreword, is to provide the 
reader with interpretations of available material rather than to seek to un- 
cover new facts. Thus, while the essays contain little that is not known to the 
serious student of labor history, they provide useful supplementary reading 
material for college courses dealing with labor and labor relations. This is, of 
course, not to suggest that the more mature reader may not find points of dis- 
agreement with specific portions of individual essays. This is to be expected 
because the period under review is one of the more colorful and controversial 
in American history. Passions are still running high and the present reviewer 
is not immune to them. Thus, for example, he is disturbed by the overreliance 
by some of the essayists on convention speeches or testimony before public 
bodies for the evaluation of trade union thinking. Unquestionably these state- 
ments do reflect trade union attitudes to a degree, but they do not tell the full 
story. One cannot fully gauge organizational thinking from public expressions 
alone; this is true of all human institutions. A deeper probe, which would have 
reviewed trade union actions and the pressures which shaped them, would have 
yielded additional insights. 

LAZARE TEPER 

New York, N.Y. 


BOOK REVIEWS 207 


Labor Problems in the Industrialization of India. By CHartes A. MYERS. 
Cambridge: Harvard University Press, 1958. Pp. xvii, 297. $6.50. 

Studying patterns of industrial relations in developing economies has be- 
come the labor economist’s “corner” in the current concern with economic 
growth. The full range of problems arising in industrialization in the complex 
of labor-management-government relations cannot be compressed or dismissed. 
The area would be well worth extensive and detailed inquiry even were all the 
questions subsumed under the old formulation: Are planning and free collec- 
tive bargaining compatible? 

India, because of its strategic position, size, economic complexity, Western 
orientation, accessibility and because of the progress it has already made, has 
benefited most from the attention of American labor scholars. The works of 
Kennedy, Lamb, Morris, Thorner, as well as my own, have already introduced 
Indian labor problems to the American reader. Myers’ book brings together 
the findings of the previous studies (the book’s documentation, footnotes and 
index are most helpful) and adds to them his own interpretations as well as 
the fruit of the studies of the Inter-University Study on Labor Problems in 
Economic Development of which this volume is the first “country” study. 
With it we have available a good deal of careful and precise description as 
well as an incisive analysis of the problem and its setting. 

Among areas discussed in detail is the emergence of the labor force and of 
organized labor. The limits of industrialization are implicitly indicated by 
Myers’ estimate of the present labor force at about 7)4 million or about 5 per 
cent of those reported as economically active. The development of organized 
labor is well summarized and its limitations clearly expressed. Steps necessary 
in building an effective managerial group are central in the discussion of the 
management side of the Indian triangle. Rightly Myers views improvements 
in this area as a prerequisite for industrialization. 

The picture that emerges in Myers’ summary is of a system in which 
“government [is] squarely in control of the direction which labor-management 
relations may take in India” (p. 172). Its interest in developing free collective 
bargaining in the future is viewed as axiomatic. Areas and instances of man- 
agement and labor collaborating with government to develop viable collective 
bargaining are noted scrupulously and sympathetically. The difficulties are 
never minimized. 

The country’s commitment to rapid economic development with the nec- 
essary emphasis on capital formation at the expense of contemporary con- 
sumption means that the government must constantly resist pressures to share 
with the masses the early gains of industrialization. Potential losses due to 
industrial disputes are a source of grave concern. Yet the social standards of 
more advanced countries and the goals of free bargaining and strong trade 
unions exert their influence even though management’s dealings with labor 
“js still characterized by authoritarianism and paternalism” (p. 176), and 
even though, in spite of unions’ pressure to achieve it, “direct collective bar- 
gaining with employers is still infrequent.” 

To keep on an even keel, the government has made compulsory adjudica- 
tion the cornerstone of its labor policy and Myers concludes that “in its pres- 
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ent stage of economic development, India cannot afford the period of labor 
strife which is the usual prelude to more mature collective bargaining rela- 
tionships” (p. 182). This assessment of the Indian situation is valid. With 
Myers, this reviewer refers the impatient reader hankering to scrap compul- 
sory adjudication to the International Labor Organization’s McNair Report 
which indicates how limited free collective bargaining is in the Western World. 

But what about the future? With unions unable, management essentially 
unwilling, and the states all too ready to rely upon adjudication, will India 
ever move to free collective bargaining? Here Myers does not provide an 
answer. He notes “encouraging signs” but in ultimate analysis the reader is 
left on his own. It seems that it all hinges on the government’s will to achieve 
free collection bargaining. However, one need not be too concerned with the 
Indian situation. The present government’s over-all will to democracy appears 
assured and Myers’ evaluation justified. But what are the determinants of a 
government’s policy of encouragement of free collective bargaining? 

When we extend our inquiry beyond the Indian boundaries we find little 
help in Myers’ work. Although in the Preface it is stated that “this volume 
illustrates an analytical framework which may fruitfully be used to illuminate 
the development process generally,” we find no such thing. On the contrary 
the peculiarities of the Indian situation are always explained in terms of the dis- 
tinctive features of the Indian context rather than in the context of economic 
growth. This is best exemplified by the way in which the problem of labor force 
“commitment” is handled. Commitment to industrial life is generally assumed 
to be important. Indeed, the extent of this commitment in many countries is 
unknown and often debated. Here Myers helps little by concluding that Indian 
industrial workers are “partially committed” (p. 53). What is partial com- 
mitment? When is a work force fully committed? How can the concept of 
commitment be made more nearly operational? 

Oscar ORNATI 

The New School for Social Research 


Industrial Relations in Postwar Japan. By Sotomon B. Levine. Urbana: 
University of Illinois Press, 1958. Pp. xiii, 200. $4.25. 

The Japanese labor movement is usually said to date from the formation of 
the Yuaikai, The Friendly Love Society, in 1912. The advances of the friendly 
lovers toward autocratic and paternalistic managers, ran afoul of the Peace 
Preservation Law and the national police saw to it that labor organizations in 
prewar Japan were well contained. At the peak of union membership in 1936, 
only 420,000 were enrolled, about 5 per cent of the industrial labor force. 

When the occupation authorities lifted the lid in postwar Japan, a phe- 
nomenal growth resulted. Between the time of surrender and early 1949, the 
number of Japanese unionists grew from zero to about 7 million. More than 
50 per cent of the labor force was organized. There were, for a variety of rea- 
sons, setbacks thereafter, but today there are approximately 36,000 unions in 
Japan with 6.6 million members or about 37 per cent of the industrial labor 
force. 

Professor Levine tells the remarkable story of Japan’s postwar labor resurg- 
ence with penetrating insight and special competence. Associate professor of 
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labor and industrial relations at the University of Illinois, he is one of the few 
American scholars who possess the rare combination of industrial-relations ex- 
pertness and knowledge of the Japanese language and culture. The high quality 
of this work makes it a real contribution to the growing body of knowledge of 
industrial relations systems in various countries of the world. 

In the first chapter he deals briefly with the historical and environmental 
context of present-day industrial relations in Japan. In Chapter 2 he deals 
with the relationship between the managerial system in Japanese industry and 
the policies, attitudes and approaches of employers toward their workers. 
Chapter 3 examines in considerable detail the prewar origins and postwar 
growth of Japanese labor unions; and Chapter 4, the structure, functions and 
ideologies of this movement. Chapters 5 and 6 deal with the interrelationship 
of employers and trade unions, the former in terms of private collective bar- 
gaining and the latter in terms of the role of government. A final chapter 
summarizes the character of industrial relations in postwar Japan and offers 
observations on its future course. 

Two features stand out—the development of enterprise unionism and the 
dichotomy in the labor movement between economically minded enterprise 
unions and the politically minded national labor fronts. Of enterprise union- 
ism, Japan’s distinctive trade-union concept, Levine declares (pp. 90-91): 


The structural feature most characteristic of Japanese trade-unionism 
has been its “enterprise” basis of organization. Probably more than 85 
per cent of all basic union units, embracing almost 80 per cent of total 
union membership, are organized along enterprise lines; that is, their 
members are confined to a single shop, establishment or enterprise. . . . 
The “enterprise,” or enterprise-wide, union typically includes all branches 
and plants of a firm whether engaged in the production of single or mul- 
tiple lines, whether in one or several industries. In other words, it usually 
follows the structure of the enterprise entity. 


In appearance, the enterprise union resembles the local of an industrial 
union, or an “intermediate” organization like the Ford or General Motors 
departments of the United Automobile Workers in the United States. 
However, the similarity ends about there. The essential distinction be- 
tween the enterprise union and the local industrial union is that the for- 
mer is a unit, in and of itself; it is not merely an administrative compo- 
nent of a national union, nor is it simply an “inside” independent com- 
pany-wide union. Although it is essentially autonomous, in most impor- 
tant cases it formally joins with other enterprise unions into national, 
regional or industrial federations. 


The basic objective of an enterprise union is to advance the economic status 
and security of the “permanent” workers. A major characteristic is its all- 
inclusiveness. More than 60 per cent of all the unions are “combined” organi- 
zations in that they include both white-collar and production workers. The 
difference in approach between the national federations and their enterprise 
union components is significant. The former focus on broad across-the-board 
egalitarian political appeals designed to interest a diverse membership. Thus 
they are either socialist or communist in outlook. The enterprise unions, on 
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the other hand, are largely absorbed in their own local situations, in the at- 
tempt to win concrete economic concessions from reluctant managements. 
Often they are apathetic to the political activities of the national federa- 
tions. 

It is refreshing to come upon a book which attempts to understand why an 
Asian people behave the way they do within their own environmental context. 
Levine does this quite successfully and he skillfully avoids the common pitfall 
of blatant pronouncements of what they should or should not be doing by 
standards related to another culture and other historical circumstances. 

Jerome B. CoHEN 

College of the City of New York 


Labor. By New W. CHAMBERLAIN. New York: McGraw-Hill, 1958. Pp. viii, 
625, $7.00. 

With so many textbooks already available for introductory courses in labor 
economics, and bound by a conventional list of topics urged upon him by 
publishers desirous of serving the purpose of the largest possible number of 
instructors, it is difficult for an author to distinguish his work from those that 
have come before. Collective bargaining, the aspect of labor economics in 
which he has done extensive writing and research, has been used by N il 
Chamberlain to give both a freshness of approach and the needed integration 
that texts in this field often lack. Some authors have attempted use of the 
market as the focus of their analysis; to this reader, collective bargaining 
broadly conceived is much, more satisfying as the theme that ties together 
labor history, union structure, management prerogatives, social security, 
wages, etc. The good writing and thoughtful analysis of much of this book 
may be due in large measure to the fact that parts of it were prepared origi- 
nally for other audiences and not written as chapters of a formally balanced 
text. Some may find this a shortcoming. 

Chamberlain states his central theme in this way. “Collective bargaining is 
a power relationship. The resolution of differences between union and man- 
agement rests on the balance of the relative bargaining power of the two 
parties. The power aspect of industrial relations is fundamental and inescap- 
able.” 

The objectives of security on the union side and efficiency on the manage- 
ment side are particularly well defined. Chamberlain describes in some detail 
management’s aspirations and its concern about prerogatives, and wisely con- 
cludes that the essential management function is coordination of all bargain- 
ing, both within management and between management and labor. The chance 
to initiate and innovate must be management’s reward, even though a static 
concept of management’s prerogatives must be sacrificed. On every issue, but 
especially on those dealing with the impact of unions upon labor mobility, 
productivity, wages, and labor monopoly, he summarizes briefly and well 
other writings in the field as well as giving his own opinions. In the process of 
presenting other points of view, this method reviews a good deal of the litera- 
ture in the field for the beginning student. 

Few of Chamberlain’s conclusions presented in his last chapter are either 
new or startling; nevertheless he performs a valuable service in stressing the 
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importance of the grievance procedure to industrial government and in calling 
attention to the opportunity for union leadership in the field of social inven- 
tion as bargaining units and their impact increase in size and scope. Concern- 
ing the economic impact of unions, Chamberlain finds that they have reduced 
labor mobility little, had practically no effect on productivity, made slight 
relative wage gains for their members, and will have some inflationary effect 
on the economy. 

Although not all aspects of labor problems are treated in this text, it and 
the book of readings designed to accompany it, deserve the careful considera- 
tion of anyone looking for a text in a basic labor course. 

EpwIN YOUNG 

University of Wisconsin 


Work and Society. By Epwarp Gross. New York: Thomas Crowell, 1958. 
Pp. xvi, 652. $6.75. 

Planned as a textbook for the growing field of industrial sociology, the six- 
teen chapters and over six hundred pages elaborate on various facets of a 
four-category “conceptual framework” for analyzing job tasks and worker 
relationships in farming, restaurants and factories. These categories are: the 
Inssjtutional System, the Status and Authority Systems, the Career, and the 
Oceapational Work Group. One-third of the text is devoted to discursive in- 
vestigations of the subgroups in this “conceptual framework.” 

Over 1,000 numbered bibliographical addenda to the chapters attest to both 
monumental winnowing of the literature and to the expressed belief that the 
study of man as a worker is a “legitimate theoretical area” within sociology. 
The largest chapter, “The Career,” lists 208 references. 

The chapter called “The Factory Work Group,” reports on “what we 
know, reliably, from research findings.” Professor Gross’ bias focuses atten- 
tion on “findings that admit of wide generalizability.” Nevertheless, there are 
many generalizations that seem unconnected with reliable research findings, 
particularly in the areas seemingly better known to professional labor econo- 
mists and business personnelists. 

A belief in the value of a comparative approach to the sociology of occupa- 
tions leads the author to present a picture of occupational and cultural milieus 
of workers on the island of Dobu near New Guinea as contrasted with similar 
worker and society interrelationship in County Clare, Eire. These farm-type 
occupational and cultural patterns of interaction are thought to give fruitful 
insights into many phases of the working-man’s behavior. 

In the special patois of many sociologists and group dynamicists, some of 
the by-culture-structured topics investigated are: occupational classifications 
and trends, work structures and complexes, societal status and authority sym- 
bois and determinants, cultural perspectives in career selection, occupational 
personality and mobility, and colleagueship and the work group. Additional 
operational concepts dealt with are: group approaches to motivation of 
workers and the influence of the work and economic complexes in structuring 
patterns of work-worker relationships. The term “symbiosis” is introduced 
from the author’s own research to explain the signifiance of the interdepend- 
ence necessary in inducing cooperation among workers. 
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A seeming departure from the carefully developed methodological tool 
seems evident in the last two chapters dealing with “Union Work Relations” 
and “Ethnic Relations in the Work Situation.” Description and analysis in 
the latter depict a seemingly greater concern with ethnic matters than with 
the field of labor relations. 

The major in sociology, using this book, is shown a useful tool for analyz- 
ing some “work and society” situations. He gets much erudition and more of a 
sociological scientese than in similar efforts by Dubin. There is also a tend- 
dency to accept worker statements which rationalize certain aspects of their 
attitudes and behavior as true when they may well be a form of phony phi- 
losophizing—behavioral braggadocio. 

ALBERT T. HELBING 

Montana State University 


Population; Welfare Programs; Standards of Living 


Consumer Behavior, Research on Consumer Reactions. Edited by LINCOLN 
H. Crarx. New York: Harper & Brothers, 1958. Pp. viii, 474. $6.50. 

Aside from an invaluable bibliography, the articles in this volume focus 
loosely on the process of changing consumption patterns. Successful economic 
growth, whether in underdeveloped countries or in mature economies, re- 
quires innovation by consumers. Rising living standards are too often de- 
scribed as dependent on capital formation, industrialization, foreign invest- 
ment, increasing productiyity, and other changes in the production sector of 
the economy. Frequently overlooked are the changes in consumption: families 
living “better” than their grandparents, consumers experimenting with new 
products, the required relation between technological change and a change in 
tastes and preferences, with an altered pattern of consumption choices. Eco- 
nomics needs a parallel to Schumpeter’s theory of the innovating entrepreneur, 
an analysis of the innovating consumer; and much material shedding light on 
this little-studied process appears in the book. 

The 130 pages devoted to James Morgan’s “A Review of Recent Research 
on Consumer Behavior” make this volume required for any economics library, 
or any student in the field of consumption economics. Current research in this 
field covers a wide variety of interests and approaches, ranging from Modi- 
gliani’s or Friedman’s theories of the consumption function to experiments 
revealing consumer preference for brown eggs or tart orange juice. In nearly 
every case, however, the economist is forced more or less closely toward psy- 
chology and sociology, which he may ignore uneasily, or which he may invade 
with varying degrees of success, following a precedent set by Adam Smith, 
Marshall, and Keynes, to name a few. For those with guilt complexes or sim- 
ple intellectual curiosity about the relation of economics and psychology in 
the field of consumer behavior, Morgan provides a useful introduction to 
research findings by suggesting that economists and psychologists work on 
different levels—the economists with aggregates, the psychologist with indi- 
viduals—and by fitting many psychological theories into familiar economic 
structures. His review of current research concentrates on that “most directly 
relevant to major consumer choices . . . and to dynamic rather than static 
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explanations,” and thus provides a useful guide through the forest. The trees 
are well represented by approximately 1,000 references to books, articles in 
learned journals and trade papers, and reports of government agencies or re- 
search organizations. Although Morgan insists that the bibliography is in- 
complete and limited, being restricted to recent empirical studies on consumer 
behavior, his list, annotated in most cases, remains an impressive contribution. 
I wonder why this valuable reference was not published separately. 

In attempting to explain how consumption patterns change, we may first 
look at how consumption patterns differ, both over time and among countries. 
Faith Williams’ article on international comparisons includes a useful bibliog- 
raphy, listing 175 reports of surveys of consumer expenditures in 65 countries 
since the second world war. Her comments point out the weakness of compar- 
ing consumption among countries by average or aggregate figures, since these 
obscure the effect of income distribution, family size and composition, and 
occupation. Household expenditure surveys, which use these and other varia- 
bles to classify families, provide data for a more realistic appraisal of the cost 
of living in different countries, or of the success or failure of various economic 
policies. 

Her remarks apply significantly to the paper by Irving Kravis, “Inter- 
national and Intertemporal Comparisons of the Structure of Consumption,” 
which attempts to show the influence of income, geographical proximity, 
stage in economic development, and other characteristics upon the consump- 
tion pattern of a country. Kravis’ method, calculating the percentage distribu- 
tion of deflated per capita consumption expenditures on broad categories of 
items, is exactly what Miss Williams has warned against. Yet his many ob- 
servations (over 50 for 15 countries) show marked differences in consumption 
patterns which are provocative to the reader. For example, the lowest per- 
centage spent on rent was 2.5, in Italy in 1950, and the highest was 19.1, in 
the United States in 1909; the lowest percentage spent on clothing was 7.4, in 
Egypt in 1938, and the highest was 17.0, in the Netherlands in 1950. Kravis 
concludes that differences in consumption patterns may safely be attributed 
to differences in real per capita incomes when the relation appears both over 
time and space. The income position makes the 1950 consumption patterns in 
France, Germany, Italy, and the United Kingdom resemble that of the United 
States in 1909 more closely than that of the United States in 1950. On the 
other hand, Canadian 1950 consumption expenditures parallel the U.S. 1950 
consumption expenditures more closely, suggesting to Kravis that geographical 
proximity may outweigh the effect of income as consumption patterns develop. 
While the article develops some ingenious analysis, Miss Williams’ remarks 
force the reader to query Kravis’ use of average per capita consumption ex- 
penditure data. Certainly the distribution of income varies widely among the 
15 countries, Egypt and Italy for example showing a much greater disparity 
of consumer incomes than the United States or Denmark. For that matter, 
the distribution of income in the United States has altered significantly be- 
tween 1909 and 1950. Family size and composition and other variables, to say 
nothing of different tastes and preferences, may also account for some of the 
differences in expenditure patterns. Obviously differences in area as well as 
income explain the tenth of all consumption spending devoted to the auto- 
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mobile in the United States and Canada, as opposed to some 2 per cent in 
Denmark, Norway, and the United Kingdom. But this one item influences the 
percentages spent on everything else in Canada and the United States. It is | 
well to recall that consumption consists of allocating a fixed income among Sz 


alternatives, so that all items in a consumption pattern are substitutes to some | st 
degree. fr 

Miss Williams’ cautions are less applicable to Robert Ferber’s analysis of re 
service expenditures which, although it uses aggregate data, introduces suffi- et 


cient other variables to disclose that income effects are much less significant 
than usually described, accounting “for half or more of the explained fluctua- 


Q 


tions in expenditures for only four of the fourteen” service expenditure items | 4d 
analyzed. Ferber notes that most of the important variables “reflect directly ce 
the influence of advances in technology.” Using cross-sectional consumer d 
surveys, however, Eleanor M. Snyder reports that “long-term changes in food | 0 
and housing expenditures can be accounted for by variations in income, price, ,_  f! 
and family size, and that the typical distribution of family expenditures, broadly ci 
speaking, is similar over time and space.” In part, this article’s seeming agree- st 
ment with Kravis’ suggestion that “economic growth, as it affects consump- « L 
tion . . . tends to be a broad-scale advance in quantities consumed throughout a 
all categories of goods” (both authors hypothesize that consumers’ tastes are 
fairly fixed and deviations rare) stems from the use of catch-all categories of tl 
expenditures which are highly misleading for those interested in consumption © s 


change. The pounds of food consumed per capita in the United States has 0 
varied between 1909 and the present by less than 7 per cent; yet of the 79 
food items currently priced by the BLS index only 27 occurred on the original 
1920 list, and most of the additions represent such innovations as biscuit 
mixes, canned luncheon meat, and frozen foods which were simply not avail- 
able at the earlier date. Changes in consumption patterns take place within 

. the broad categories of expenditure, as shown by other contributors to this 
volume. 

Two papers by Sol Tax and Simon Rottenberg discuss these smaller changes 
in consumption occurring with growth in underdeveloped economies. Describ- 
ing Puerto Rico, Rottenberg delineates the consumption patterns which have 
developed with rising per capita income and economic progress, pointing out 
that some consumption goods are used as symbols of higher status achieved 
with greater mobility and social flexibility. Shoes, a status symbol around the , 
turn of the century, have been succeeded by refrigerators and canned im- 
ported fruits. (This reviewer would add large American automobiles, in view 
of the stature of most Puerto Ricans.) Puerto Ricans have other preferences, 
particularly a “taste” for children and for collective consumption of health 
and educational facilities, which distinguish this society from a common 
pattern of economic growth. Tax discusses the lack of a demonstration effect 
in a growing economy by analyzing Indian Guatemala, where two different 
cultures exist. After 400 years of contact with European patterns of living, 

the Indians have “maintained a total pattern distinctively their own” and |. 
income increases seem to be spent on more of the same rather than on new |; 
items. Hence Tax suggests that economic aid should work within the frame- 
work of an existing consumption pattern, to provide developing countries with 
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the widest possible range of alternatives so that people may “work their own 
way to their own solutions, as we in our own history did ours.” 

In commenting on one paper, editor Clark maintains that the role of the 
salesman in economic development may have been overlooked, and that any 
substantial increase in the range of alternative consumption choices results 
from someone’s marketing activity. Perhaps the salesman stands in the same 
relation to the innovating consumer that the inventor does to Schumpeter’s 
entrepreneur. At any rate, the Conference on Consumer Behavior renders 
special service by including the musings of marketing men on the process of 
consumer reaction to new products. A. C. Nielson, whose files must teem with 
data on the process of innovation, discusses the impact of product change on 
consumers. Nielson’s data on 25 new or improved products recently intro- 
duced show that “periods up to four years appear to be necessary to be sure 
of the product’s ultimate success or failure” but that profits from innovation 
frequently appear only after a longer time-period. Despite the fact that this 
country’s basic orientations are favorable toward innovation (a cultural de- 
scription enlarged upon by S. A. Stouffer in one article and Riesman and 
Larrabee in another), Nielson reminds us that not all new products which 
are superior in performance succeed. Industry spokesmen have often men- 
tioned the snowballing effect of consumer acceptance of a new product, so 
that initial sales, no matter what the advertising campaign, remain low until 
sufficient time has elapsed for consumers themselves to convince others to buy, 
or boycott, a new or improved product. 

Both these factors, but particularly “innovation-mindedness” on the part 
of individual consumers, were reported on by Eva Mueller, of the Survey Re- 
search Center. The cross-sectional survey technique, together with the straight- 
forward approach of asking people for their plans, their attitudes, and their 
opinions, produces many tabular classifications, ingeniously interpreted by 
Miss Mueller. According to her index, “innovation-mindedness,” at least with 
respect to household appliances, occurs among young, well-educated, middle- 
income families, primarily those with children and a strong interest in the 
home who have already acquired standard household equipment. These con- 
clusions are not unreasonable, but Miss Mueller’s index of innovation- 
mindedness seems open to criticism. One of the three questions used in the 
index asks the respondent to define an appliance as “useful” or a “luxury”— 
loaded words which this reviewer and many others have found misleading in 
querying people. Another question equates an interest in innovation with a 
wish for new features or improvements on present equipment. In many cases, 
the householder with much interest in new features has no wish for them be- 
cause he is perfectly capable of rejecting this purchase in favor of another for 
which he has a stronger wish. The article demonstrates, however, that useful 
empirical data on consumer innovations can be collected. 

Most of the authors submit worth-while suggestions for further research, 
but in so far as a real attack on the problem of consumer innovation is con- 
cerned, it seems clear that we are a long way from any such general theory 
as Schumpeter’s. 

CAROLYN SHAW BELL 

Wellesley College 
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General Economics; Methodology 


Carett, E. Allgemeine Volkswirtschaftslehre. 8th ed. Heidelberg: Quelle & Meyer, 1958. 
Pp. xii, 434. DM 19,50. 

Cooxe, D. E. The romance of capitalism—the dramatic story of American free enterprise, 
how it grew from the early stock companies of 13th century Italy, how ruthless men 
exploited it, and how democratic government made it the hope of the world. Philadel- 
phia: John C. Winston, 1958. Pp. xi, 145. $4.95. 

Written for very young students. 

Dempsey, B. W. The functional economy—the bases of economic organization. Englewood 
Cliffs, N.J.: Prentice-Hall, 1958. Pp. xi, 515. $6. 

Dutton, W. S. Adventure in big business—a stirring account of America’s industrial giants, 
how they grew, how they affect your life. Philadelphia: John C. Winston, 1958. Pp. ix, 
119. $3.95. 

Written for very young students. 

Epstetn, R. C. anp Butter, A. D., ed. Selections in economics. Economica books E-13, 
vol. 1 and 2. Buffalo: Smith, Keynes & Marshall, 1958. Pp. viii, 247; viii, 216. $4.50; 
paper, $2.95 ea. 

Fossat1, E. Elementi di politica economica razionale. Milan: A. Giuffré, 1958. Pp. xiii, 290. 
L. 1500. 

LovenstEIn, M. Economics and the educational administrator. School-community develop. 
stud. monogr. ser. no. 6. Columbus: Coll. Ed., Ohio State Univ., 1958. Pp. ix, 171. $2. 
“The purpose of this study is to show how a knowledge of economics viewed in the con- 

text of the total educational process can be useful to school administrators.” Part II pre- 

sents a short course in economics. 

Dictionnaire des sciences économiques. 2 vols. Paris: Presses Univ. de France, 1956; 1957. 
Pp. xv, 629. 3,000 fr., ea. 

This is a two-volume dictionary of terms used in economics (including, in addition to 
economic theory, the areas of commercial law, public and private finance, commerce, 
statistics, and accounting). There are entries also with regard to many individuals. The 
dictionary has been prepared under the direction of Jean Romeuf with the assistance of 
Gilles Pasqualaggi. 

Economics and law. (Abstracts of Bulgarian scientific literature.) Sofia: Bulgarian Acad. 
Sci., Central Lib., 1958. Pp. 71. 

International bibliography of economics—Bibliographi internationale de science économique. 
Vol. 5. Paris: UNESCO, 1958. Pp. 474. $8. 

Ordo, Jahrbuch fiir Ordnung von Wirtschaft und Gesellschaft. Vol. 10. Dusseldorf und 
Miinchen: Helmut Kiipper Vormals Georg Bondi, 1958. Pp. xxiv, 537. DM 41,80. 
Til Frederik Zeuthen—9 September 1958. Copenhagen: Nationalgkonomisk Forening, 1958. 

Pp. 411. 


Price and Allocation Theory; Income and Employment Theory, 
Related Empirical Studies; History of Economic Thought 


Dene, R. Traité d’analyse économique. Paris: Dunod, 1958. Pp. 222. 2.500 fr. 


Down, D. F., ed. Thorstein Veblen—a critical reappraisal, lectures and essays commemorat- 
ing the hundredth anniversary of Veblen’s birth. Ithaca: Cornell Univ. Press, 1958. 
Pp. xii, 328. $5. 


Haserter, G. Prosperity and depression—a theoretical analysis of cyclical movement. Rev. 
ed. London: Allen & Unwin, 1958. Pp. xviii, 520. 28s. 
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LaverRGNE, B. L’hégémonie du consommateur—vers une rénovation de la science éco- 
nomique. Paris: Presses Univ. de France, 1958. Pp. 359. 900 fr. 

Lereser, L. Allocation in space—production, transport and industrial location. Contrib. 
to econ. anal. no. 14. Amsterdam : North-Holland, 1958. Pp. xv, 151. $4.50. 

Mayumoar, T. The measurement of utility. New York: St. Martin’s Press; London: 

Macmillan, 1958. Pp. xiv, 149. $3. 

An analytical review of the recent literature (especially of the last five years) and a 
classification of the principal positions of the contributors. “The present study is designed 
to be mainly a methodological contribution to utility (economic welfare) theory.” 
Marc, A. L’évolution des prix depuis cent ans. “Que sais-je?” no. 784. Paris: Presses Univ. 

de France, 1958. Pp. 127. 

Morse, C., ed. Fact and theory in economics—the testament of an institutionalist. Collected 
papers of Morris A. Copeland. Ithaca: Cornell Univ. Press, 1958. Pp. xviii, 347. $6. 

Tuett, H. Economic forecasts and policy. Contrib. to econ. anal. no. 15. Amsterdam: 
North-Holland, 1958. Pp. xxxi, 562. $13.35. 


Economic History; Economic Development; National Economies 


Apvas, D. G. Iraq’s people and resources. Univ. Calif. pub. in econ. vol. 18. Berkeley and 
Los Angeles: Univ. Calif. Press, 1958. Pp. viii, 160. $3. 

ArrtncTon, L. J. Great Basin kingdom—an economic history of the Latter-Day Saints 
1830-1900. Cambridge: Harvard Univ. Press, 1958. Pp. xix, 534. $9. 

BoupEVILLE, J. R. L’économie régionale espace opérationel. Cahiers, pub. no. 69. Paris: 
Inst. Sci. Econ. Appliquée, 1958. Pp. 85. 

Branp, W. The struggle for a higher standard of living—the problem of the underdeveloped 
countries. Glencoe: Free Press; The Hague: W. Van Hoeve, 1958. Pp. ix, 438. $7.50. 
Camtot, R. L’usine, la terre et la cité—l’exemple de Péage-du-Roussillon. Paris: Ed. 

Ouvriéres, Econ. et Humanisme, 1958. Pp. 213. 1.300 fr. 

Cuanp, G. The new economy of China—factual account, analysis and interpretation. 
Bombay : Vora, 1958. Pp. xv, 429. Rs 16.00. 

Davison, J. P., SancawtT Frorence, P., Gray, B. anp Ross, N. S. Productivity and eco- 
nomic incentives. London: Allen & Unwin, 1958. Pp. 306. 35s. 

Guosu, A. Indian economy—its nature and problems (a new look Indian economics). 
2nd rev. ed. Calcutta: World Press, 1958. Pp. xx, 464. Rs 10.00; 21s. 

Harris, G. L., in collab. with others. Jordan—its people, its society, its culture. New 
Haven: HRAF Press, 1958. Pp. 246. 

Henverson, W. O. The state and the industrial revolution in Prussia, 1740-1870. Liver- 
pool: Liverpool Univ. Press, 1958. Pp. xxiii, 232. 37s. 6d. 

Hirscuman, A. O. The strategy of economic development. Yale stud. econ. no. 10. New 
Haven: Yale Univ. Press, 1958. Pp. xiii, 217. $4.50. 

Kirsy, E. S. Contemporary China—economic and social studies, documents, chronology, 
bibliography. Vol. 2, 1956-1957. New York and London: Oxford Univ. Press; Hong 
Kong: Hong Kong Univ. Press, 1958. Pp. xi, 352. $5.; 30s.; HK$25. 

LevepInsKAYA, L. N., ed. History of the economic development of China 1840-1948. 
(Transl. from Chinese). Moscow: Izdatel’stvo Inostrannoy Literatury, 1958. Pp. 377. 
Lr, C. M. Economic development of Communist China—an appraisal of the first five years 
of industrialization. Berkeley and Los Angeles: Univ. Calif. Press, 1959. Pp. xvi, 284. 

$7.50. 

Maver, A. and Assoc. Pilot project, India—the story of rural development at Etawah, 
Uttar Pradesh. Berkeley and Los Angeles: Univ. Calif. Press, 1958. Pp. xxiv, 367. $5.50. 

Mettor, D. P. The role of science and industry. Australia in the war of 1939-1945, ser. 4, 
vol. 5. Sydney: Angus & Robertson, for Australian War Memorial, 1958. Pp. xi, 738. 30s. 
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Mertz, L. La métairie et l’évolution agraire de la Gitine poitevine de la fin du Moyen 
age 4 la Révolution. Les hommes et la terre no. 2. Paris: SEVPEN, 1958. Pp. 252. 

Penouit, M. Note sur quelques aspects de la politique d’aménagement du territoire. 
Cahiers LS.E.A., ser. L, no. 4. Paris: Inst. Sci. Econ. Appliquée, 1958. Pp. 40. 

Rosen, G. Industrial change in India—industrial growth, capital requirements, and tech- 
nological change, 1937-1955. Glencoe, Ill.: Free Press, for Center for Internat. Stud., 
M.LT., 1958. Pp. xxv, 243. $5. 

Samay, B. S., ed. Slums of old Delhi—report of the socio-economic survey of the slum 
dwellers of old Delhi City. Delhi: Atma Ram, 1958. Pp. 238. $2; Rs 5.00; 15s. 

Scuwartz, H. The Conference Board presents: The Soviet economy—1956-1958 (including 
tables bringing up to date Statistical handbook of the U.S.S.R.). Stud. bus. econ., no. 60. 
New York: Nat. Indus. Conf. Board, 1958. Pp. 20. 

Suenoy, B. R. Problems of Indian economic development. Madras: Univ. Madras, 1958. 
Pp. x, 236. Rs 10.00. 

Stisser, R. Problems of India’s economic development. Kiel: Inst. f. Weltwirtschaft, Univ. 
Kiel, 1958. Pp. v, 83. DM 8.-. 

Viner, J. Canada and its giant neighbour. Alan B. Plaunt Memorial Lectures, Carleton 
University, Ottawa, 30 January and 1 February 1958. Ottawa: Carleton Univ., 1958. 
Pp. 60. 

von Gersporr, R. Masznahmen zur Foerderung der Privaten Kapitalbildung im Portu- 
giesischen Reich. Zurich: Polygraphischer, 1958. Pp. 265. 12.45 sw.fr. 

Younc, J. H. Canadian commercial policy. Royal Commission on Canada’s Economic 
Prospects. Ottawa: E. Cloutier, 1958. Pp. 235. 

Oxford economic atlas for Pakistan. Prepared by the cartographic department of the 
Clarendon Press. New York: Oxford Univ. Press, 1958. Pp. xlvi, 97. $2.95. 

Planification indicative et développement économique. J. Bénard: Problémes et instruments 
de synthése d’un plan inditatif. J. W. Hackett: Sur les investissements dans un plan 
indicatif pluri-annuel de développement—l’exemple du III* Plan francais de modernisa- 
tion et d’équipement. Cahiers, pub. no. 67. Paris: Inst. Sci. Econ. Appliquée, 1958. Pp. 73. 

Special study on economic conditions in non-self-governing territories. Analyses of informa- 
tion transmitted to the Secretary-General (1956-1957). UN pub. 58.VI.B.1. New York: 
Columbia Univ. Press, 1958. Pp. v, 200. $2. 

The first chapter of the study summarizes the points raised in the report of the Com- 
mittee on Information from Non-Self-Governing Territories for submission to the 12th 
session of the General Assembly of the United Nations. The remaining chapters contain 
the studies on economic conditions in these territories prepared for the Committee; the 
progress of development plans; government measures for promoting manufacturing in- 
dustries; the diversification of agricultural production; social aspects of economic de- 
velopment ; external trade; and international technical assistance. 


Statistical Methods; Econometrics; Social Accounting 


Brown, B. Income trends in the United States through 1975—personal income, spendable 
income, 9 census division, 11 western states. Menlo Park, Calif.: Stanford Research Inst., 
1957. Pp. 125. 

Cox, D. R. Planning of experiments. New York: Wiley; London: Chapman & Hall, 1958. 
Pp. vii, 308. 

Gass, S. L. Linear programming—methods and applications. New York: McGraw-Hill, 
1958. Pp. xii, 223. $6.50. 

Mark, M. L. Statistics in the making—a primer in statistical survey method. Bur. Bus. 
Research pub. no. 92. Columbia: Bur. Bus. Research, Ohio State Univ., 1958. Pp. xxv, 
436. $5. 

Metzcer, R. W. Elementary mathematical programming. New York: Wiley; London: 
Chapman & Hall, 1958. Pp. ix, 246. $5.95. 
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Moser, C. A. Survey methods in social investigation. New York: Macmillan; London: 
William Heinemann, 1958. Pp. xiii, 352. $5.25. 

STUDENSKI, P. The income of nations—theory, measurement, and analysis: past and pres- 
ent, a study in applied economics and statistics. New York: New York Univ. Press, 
1958. Pp. xxii, 554. $25. 

Vaypa, S. Readings in linear programming. New York: John Wiley; London: Pitman, 
1958. Pp. vii, 99. $3. 

California statistical abstract—supplement to first partial report. Senate Fact-Finding 
Committee on Commerce and Economic Development. Sacramento: Doc. and Pub. Sec., 
Senate of Calif., 1958. Pp. ii, 270. $3.50 + 14¢ in Calif. 

Reclassification of government expenditures and receipts in selected countries. No. 
ST/ECA/52. New York: UN Dept. Econ. and Soc. Affairs, 1958. Pp. 124. 

Wholesale prices and price indexes. BLS bull. no. 1235. Washington: Supt. Docs., 1958. 
Pp. 202. 


Economic Systems; Planning and Reform; Cooperation 


Carr, E. H. Socialism in one country 1924-1926. Vol. 1. New York: Macmillan, 1958. 
Pp. x, 557. $7.50. 
DurKHEIM, E. Socialism and Saint-Simon (Le socialisme). Edited by A. W. Gouldner, 
transl. by C. Sattler. Yellow Springs, Ohio: Antioch Press, 1958. Pp. xxix, 240. $5. 
Jacoss, N. The origin of modern capitalism and Eastern Asia. New York: Oxford Univ. 
Press, 1958. Pp. x, 243. $4.60; paper $3.40. 
The author’s approach is sociological. He seeks to define the sociological reasons why 
modern industrial capitalism arose in one East Asian society (Japan), and not in another 
(China). The book is “a comparative study of social structures.” 


Business Fluctuations 


Barser, C. L. Inventories and the business cycle with special reference to Canada. Ca- 
nadian stud. econ. no. 10. Toronto: Univ. Toronto Press, 1958. Pp. xii, 132. $3.50. 

Eree, R. Die nationalsozialistische Wirtschaftspolitik 1933-1939 im Lichte der modernen 
Theorie. Basle Centre econ. fin. research, ser. B, no. 2. Zurich: Polygraphischer, 1958. 
Pp. 197. 19.70 sw.fr. 

Moutrton, H. G. Can inflation be controlled? Washington: Anderson Kramer Assoc., 1958. 
Pp. xii, 302. $4.95. 

Amending the Employment Act of 1946 to include recommendations on monetary and 
credit policies and proposed price and wage increases. Hearings before a subcommittee 
of the House Committee on Government Operations, 85th Cong., 2nd sess., July 21-22, 
1958. Washington: Supt. Docs., 1958. Pp. 153. 

Economic report of the President transmitted to the Congress January 20, 1959. Pp. xii, 
225. 75¢. 

The relationship of prices to economic stability and growth commentaries. Submitted by 
economists from labor and industry appearmg before the Joint Economic Committee, 
85th Cong., 2nd sess., Oct. 31, 1958. Washington: Supt. Docs., 1958. Pp. x, 271. 65¢. 


Money, Credit and Banking; Monetary Policy; 
Consumer Finance; Mortgage Credit 

Brecuer, I. Monetary and fiscal thought in Canada, 1919-1939. Can. stud. in econ. no. 8. 

Toronto: Univ. Toronto Press, 1957; London: Oxford Univ. Press, 1958. Pp. xii, 337. 42s. 
Cuacxo, K. C. The monetary and fiscal policy of India. Bombay: Vora, 1957. Pp. xiv, 386. 
CHanoier, L. V. Benjamin Strong, central banker. Washington: Brookings Inst., 1958. 
Pp. x, 495. $6. 
“This is a biography of the central banker who, perhaps more than any other, shaped 
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and influenced the Federal Reserve System in its formative years form 1913 to 1928. It is 

an account of Benjamin Strong’s career and of his influence on central banking rather than 

the story of his personal life.” (From the foreword.) 

Creotta, C. M. Le avventure della lira. Milan: Ed. di Comunita, 1958. Pp. 133. L.800. 

Coomss, H. C. Conditions of monetary policy in Australia. Sydney: Univ. Sydney, 1958. 
Pp. 39. 5s (Aus.). 

Dauten, C. A. AND WetsHans, M. T. Principles of finance—functions, problems, institu- 
tions. Cincinnati: South-Western Pub., 1958. Pp. xii, 596. $6.50. 

Finney, K. Interbank deposits—the purpose and effects of domestic balances, 1934-54. 
New York: Columbia Univ. Press, 1958. Pp. xiv, 129. $4. 

Horvitz, P. M. Concentration and competition in New England banking. A doctoral disser- 
tation. Research rept. to Fed. Reserve F ink of Boston no. 2. Boston: Fed. Reserve Bank 
of Boston. Pp. 190. 


Ketcuum, M. D. anno KENDALL, L. T., ed. Conference on Savings and Residential Financ- 
ing, 1958 proceedings, May 8 and 9, 1958. Chicago: U.S. Savings and Loan League, 
1958. Pp. 200. 

Knapp, G. F. anp BEnpIxENn, F. Zur staatlichen Theorie des Geldes—ein Briefwechsel 
1905-1920. Tiibingen: J.C.B. Mohr (Paul Siebeck), 1958. Pp. 268. DM 19,80; paper 
DM 16,80. 


Zucker, E. “Standard gold” and silver—the way out of the crisis. New York: Kraus Re- 
print Corp., 1958. Pp. 88. $2.50. 


Federal Reserve policy and economic stability 1951-57—report. Study prepared by A. 
Achinstein, Library of Congress, with comments of staff of Federal Reserve Board, 
Senate Committee on Banking and Currency, 85th Cong., 2nd sess. Washington: Supt. 
Docs., 1958. Pp. xi, 85. 

Savings and loan insurance. Hearings before a subcommittee of the Senate Committee on 
Banking and Currency, 85th Cong., 2nd sess., July 24-25, 1958. Washington: Supt. Docs., 
1958. Pp. 122. 


Public Finance; Fiscal Policy 


Ernaupt, L. Saggi sul risparmio e l’imposta. Turin: G. Einaudi, 1958. Pp. xxx, 504. 
L. 3,500. 


This is the first volume of the Works of Luigi Einaudi. An earlier edition of the present 
book appeared in 1941. 
Gutxin, S. A. anp Beck, D. Tax avoidance vs. tax evasion. New York: Ronald, 1958. 

Pp. vii, 220. $10. 

“The approach has been to demonstrate, not to exhaust, the techniques and devices used, 
in an effort to orient the taxpayer and his adviser.” 


Horzman, R. S. Sound business purpose. New York: Ronald Press, 1958. Pp. ix, 208. $10. 

The book concerns the role played by motivation in tax matters—the nature and impli- 
cations of “sound business purpose,” the areas in which purpose is important and those 
in which it is not, the taxpayer arguments which have been made in a large number of 
legal cases, the ultimate finding of the court in each case, etc. 

Itaskiv1, R. Finanssijarjestelman automaattinen vestavaikutus suhdanteiden vaihteluissa. 
(The automatic flexibility of government finance in the business cycle.) Econ. stud. no. 
19. Helsinki: Finnish Econ. Assoc., 1958. Pp. 175. 

Strayer, P. J. Fiscal policy and politics. New York: Harper, 1958. Pp. x, 305. $4. 

Summa, D. J. Assignment of income. New York: Ronald, 1958. Pp. vii, 131. $10. 
“Although many methods have been devised by various taxpayers to reduce the tax 

burden imposed on them, one of the most popular throughout the years of ever-increasing 

tax rates has been the attempted assignment of income from one taxpayer to another (who 
is as a rule closely related).” The book is an analysis of the major cases. 
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Wriccins, J. C. anp Gorvon, G. B. Repairs vs. capital expenditures. New York: Ronald 
1958. Pp. vii, 144. $10. 

The problem is that of distinguishing, for tax purposes, between fully deductible repair 
expense and depreciable capital expenditure. Digests of some 178 cases are given and 
analyzed, and conclusions are drawn from the existing body of law. 

Bedriftsskatter i Danmark, Norge og Sverige. (Corporate taxes in Denmark, Norway and 
Sweden.) With English summary. Samfunnsgkonomiske stud. no. 6. Oslo: Central Bur. 
Stat., 1958. Pp. 101. NKr. 4.-. 

Estate tax regulations under the Internal Revenue Code of 1954, pt. 20 of title 26, 1954, 
Code of Federal Regulations. Pub. no. 426. Washington: Internal Rev. Serv., 1958. 
Pp. 201. 

Income tax differentials—a symposium, November 21-22, 1957. Princeton: Tax Inst., 1958. 
Pp. vi, 258. $6. 

Investigation of the financial condition of the United States. Comments of economists, pro- 
fessors and others in response to questionnaire of the Senate Committee on Finance, 85th 
Cong., 2nd sess. Chapter 5. Washington: Supt. Docs., 1958. Pp. 125. 

New federal estate tax regulations, filed June 23, 1958. New York: Commerce Clearing 
House, 1958. Pp. 115. 


International Economics 

Duar, B. The sterling balances of India. Calcutta: Nababhavat, 1956. Pp. vi, 142. Rs 7/8. 

Haas, E. B. The uniting of Europe—political, social, economic forces 1950-1957. Stan- 
ford: Stanford Univ. Press; London: Stevens & Sons, 1958. Pp. xx, 552. $8. 

The emphasis of the study is upon the “community formation process,” and it “attempts 
to advance generalisations about the processes by which political communities are formed 
among sovereign states .. .” 

HinsHaw, R. Toward European convertibility. Essays internat. fin. no. 31. Princeton: 
Dept. Econ. and Soc., Princeton Univ., 1958. Pp. 33. 

Imian, A. H. Economic elements in the Pax Britannica—studies in British foreign trade 
in the nineteenth century. Cambridge: Harvard Univ. Press, 1958. Pp. xiv, 224. $6. 
McCorp, N. The Anti-Corn Law League, 1838-1846. London: Allen & Unwin, 1958. 

Pp. 226. 25s. 

MriKeEsett, R. F. anp BEHRMAN, J. N. Financing free world trade with the Sino-Soviet 
bloc. Princeton stud. internat. fin. no. 8. Princeton: Internat. Fin. Sec., Princeton Univ., 
1958. Pp. viii, 109, + cxlv (tables). 25¢; no charge outside U.S.A. 

Mooxeryee, S. Factor endowments and international trade—a statement and appraisal of 
the Heckscher-Ohlin theory. Bombay: Asia Pub. House, 1958. Pp. viii, 99. Rs 8.75. 

Rippy, J. F. Globe and hemisphere—Latin America’s place in the postwar foreign relations 
of the United States. Chicago: Regnery, in coop. with Foundation for Foreign Affairs, 
1958. Pp. xi, 276. $6. 

Russett, R. B., witH Mutuer, J. E. A history of the United Nations charter—the role 
of the United States 1940-1945. Washington: Brookings Inst., 1958. Pp. xviii, 1140. $10. 

Scirovsky, T. Economic theory and Western European integration. Stanford stud. hist., 
econ. and pol. sci. 16. Stanford: Stanford Univ. Press; London: Allen & Unwin, 1958. 
Pp. 154. $3.50. 

SmitH, H. K., Burpetr, W., etc. The ruble war. Economica books E-14. Buffalo: Smith, 
Keynes & Marshall, 1958. Pp. 71. $2.25; paper, $1. 

This book is an expansion of material used by the authors in a television and radio 
broadcast in late July 1953. It examines “the degree to which Russia has penetrated the 
neutralist countries”; it shows how Soviet trade has been used to advantage; and it sug- 
gests a counterprogram. 

TrirFin, R. The future of the European payments system. Stockholm: Almquist & Wik- 
sell, 1958. Pp. 43. 

Inaugural Wicksell lectures, May 1958, sponsored by the Wicksell Lecture Society, in 
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cooperation with Stockholm University, Stockholm School of Economics, Swedish Eco- 

nomic Society. 

British interests in the Mediterranean and Middle East. A report by a Chatham House 
study group. New York: Oxford Univ. Press, for Royal Inst. Internat. Affairs, 1958. 
Pp. vii, 123. $2. 

Commercial policy 1957—including a report on recent activities of the contracting parties. 
Sales no. GATT/1958-4. Geneva: Gen. Agreement on Tariffs and Trade, 1958. Pp. 67. $1. 


A decade of cooperation, achievements and perspectives. Paris: Org. for European Econ. 
Co-op., 1958. Pp. 187. 

Economic conference of the Organization of American States—Buenos Aires, Argentina, 
August 15-September 4, 1957. Report of the delegation of the United States of America 
with related documents. Dept. State pub. 6679. Washington: Dept. State, 1958. Pp. vii, 
79. 

The European Common Market and Free Trade Area. A series of lectures delivered in 
Nov. and Dec. 1957 under the auspices of the Dept. Extra-~Mural Studies, Univ. London, 
and the Inst. of Bankers. London: Inst. of Bankers, 1958. Pp. 73. 5s. 

International economic statistics. A memorandum prepared by Off. Stat. Standards, Bur. 
Budget, for the Subcommittee on Econ. Stat. of the Joint Economic Committee. Wash- 
ington: Supt. Docs., 1958. Pp. 73. 

International reserves and liquidity. Washington: Internat. Monetary Fund, 1958. Pp. 104. 


International tax agreements. Vol. 2. UN pub. no. 58.XVI.1. New York: Columbia Univ. 
Press, 1958. Pp. x, 384. $2.50; 10.50 sw-fr. 


Réglementation des paiements avec |’étranger—Suisse. Suppl. 11. Basle: Bank for Internat. 
Settlements, 1958. Pp. var. 


Trends in international trade. Report by a panel of experts. Sales no. GATT/1958-3. 
Geneva: Gen. Agreement on Tarifis and Trade, 1958. Pp. 141. $2. 


The United States and Africa—background papers prepared for the use of participants and 
the final report of the 13th American Assembly. Fin. ed. New York: Am. Assembly, 
1958. Pp. 252. 


Business Finance; Investment and Security Markets; Insurance 


Carter, C. F. anp WittiaMs, B. R. Investment in innovation. New York and London: 
Oxford Univ. Press, 1958. Pp. ix, 167. $2.40; 15s. 


Cuoxa,.A. D. An introduction to securities regulation. Chicago: Twentieth Cent. Press, 
[1958]. Pp. 165. 


Sotporsky, R. M. Lectures in financial management. Iowa City: Iowa Supply Co., 1958. 
Pp. 118. $2.50, mimeo. 


TersorcH, G. Business investment policy—a MAPI study and manual. Washington: Ma- 
chinery and Allied Prod. Inst. and Council for Tech. Advancement, 1958. Pp. xix, 260. 
$10. 

After an introductory discussion, the book presents the theory underlying a new MAPI 
system; instruction for its application; and consideration of some problems of manage- 
ment. “. . . the new formula is in no sense a repudiation of the old, but represents rather 
a reformulation, with broadened and improved application, of the same basic principles 
developed in Dynamic Equipment Policy.” It is designed to be useful to investment 
analysts, executives responsible for investment policy, students of engineering and econo- 
mists. 

Financing corporate growth through investment institutions. Prepared by the Dartmouth 

Econ. Research Council. Hanover: Amos Tuck Sch. Bus. Admin., Dartmouth, 1958. 

Pp. 27. $1. 
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Business Organization; Managerial Economics; 
Marketing; Accounting 


Basu, S. K. The managing agency system—in prospect and retrospect. Calcutta: World 
Press, 1958. Pp. vii, 222. Rs 16.00; 28s. 

Bratt, E. C. Business forecasting. New York: McGraw-Hill, 1958. Pp. viii, 366. $7.50. 

GAMMELCAARD, S. Resale price maintenance. Project no. 238. Paris: European Productivity 
Agency, OEEC, 1958. Pp. 114. $1.50. 

Honxo, J. anp Suonremi, R. Sekatavara—ja tekstiilialan yksityisten vahittaiskauppa- 
liikkeiden kannattavuus v. 1957. (The returns of general and textile merchandise retail 
trade in 1957.) With English summary. Jakaja, Finland: Liiketaloustieteellinen 
Tutkimuslaitos, 1958. Pp. 51. 

L’exploration commerciale. Cahiers 1.S.E.A. ser. K., no. 3. Paris: Inst. Sci. Econ. Appliquée, 
1958. Pp. 44. 


A reading list on business administration. 7th rev. Hanover: Amos Tuck Sch. Bus. Admin., 
Dartmouth College, 1958. Pp. viii, 68. $2. 


Industrial Organization; Government and Business; 
Industry Studies 


AnpDERSON, T. J., Jr. Our competitive system and public policy. Cincinnati: South-Western 
Pub., 1958. Pp. vi, 586. $6.75. 


BACHMANN, O. J. AND OTHERS. Patents and the corporation—a report on industrial tech- 
nology under changing public policy. Boston: Patents and the Corp., 1958. Pp. xi, 188. 
This report was prepared by a group of students in a course in manufacturing at the 

Harvard Business School. It undertakes to answer the questions: “How does the patent 

grant influence the decisions of corporate executives to invest funds to advance the frontiers 

of science and technology?” and “How will recent changes in legislative and judicial 
patent law—changes which are evolving a policy increasingly hostile to the use of patents 
by corporations—affect the rate of technological development ?” 

BHATTACHARYYA, S. K. Passenger transport problem in Calcutta—a study of rush-hour 
traffic. Dept. Econ. monogr. no. 1. Calcutta: Bookland, 1958. Pp. iv, 98. Rs 5.00. 

Burn, D., ed. The structure of British industry—a symposium. Vol. 1 and 2. Nat. Inst. 
Econ. and Soc. Research, econ. and soc. stud. no. XV. New York: Cambridge Univ. 
Press, 1958. Pp. xvii, 403; xii, 499. $8.50; $9.50. 

Cuerincton, P. W. Airline price policy—a study of domestic airline passenger fares. 
Boston: Div. Research, Grad. Sch. Bus. Admin., Harvard Univ., 1958. Pp. xx, 471. 
$7.50. 

Coreman, D. C. The British paper industry, 1495-1860—a study in industrial growth. 
London: Oxford Univ. Press, 1958. Pp. xvi, 367. 55s. 

Coox, P. L. anp CoHeEn, R. Effects of mergers—six studies. London: Allen & Unwin; New 
York: Macmillan, distrib., 1958. Pp. 458. $9.50. 

Dunninc, J. H. American investment in British manufacturing industry. London: Allen 
& Unwin, 1958. Pp. 365. 35s. 

Epwarps, R. S. anD TowNseEnD, H. Business enterprise—its growth and organisation. New 
York: St. Martin’s; London: Macmillan, 1958. Pp. xvii, 607. $12.50. 

Hertesower, R. B. anv Stocxine, G. E., ed. Readings in industrial organization and 
public policy. Selected by a Committee of the Am. Econ. Assoc. Ser. republished articles 
on econ., vol. 8. Homewood, IIl.: Irwin, 1958. Pp. xi, 426. $6. 

Hunt, R. S. Law and locomotives—the impact of the railroad on Wisconsin law in the 
nineteenth century. Madison: State Hist. Soc. of Wisconsin, 1958. $6.50. 

Jennincs, A. R., comp. Twenty years of Robinson-Patman Act literature 1936-1956. 
Spec. ref. list no. 4, rev. Oct. 1957. Washington: Fed. Trade Comm. Lib. [1958]. Pp. v, 
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Macuuvp, F. An economic review of the patent system. Study of the Subcommittee on 
Patents, Trademarks, and Copyrights of the Senate Committee on the Judiciary, 85th 
Cong., 2nd sess. Washington: Supt. Docs., 1958. Pp. 89. 

Montage, P. Freedom of entry into industry and trade. Project no. 259. Paris: European 
Productivity Agency, OEEC, 1958. Pp. 76. $1.25. 

“In the main part of the report, the author tries to demonstrate, by theoretical analysis 
and empirical evidence, the effects of entry restrictions on productivity. The relation between 
entry and allocation of resources as well as the interdependence between entry on the 
one hand and changing market structure and technological innovations on the other, are 
particularly stressed.” (Foreword.) 

Poot, A. G. anp Liewetteyn, G. The British hosiery industry—a study in competition. 
3rd rept. Leicester: Leicester Univ. Press, 1958. Pp. 35. 7s 6d. 

Suter, C. C. Economic changes in the baking industry. Pub. as a suppl. to Baking in 
America, Northwestern Univ. Press, 1956. Chicago: Am. Bakers Assoc., 1958. Pp. x, 73. 

Administered prices. Hearings before the Subcommittee on Antitrust and Monopoly of the 
Senate Committee on the Judiciary, 85th Cong., 2nd sess., Jan., Feb., Apr. 1958. Pt. 6, 
Automobiles, and Pt. 7, Appendix. Washington: Supt. Docs., 1958. Pp. 2205. 

Administered prices—automobiles. Report together with individual views of the Sub- 
committee on Antitrust and Monopoly of the Senate Committee on the Judiciary, 85th 
Cong., 2nd sess., Nov. 1, 1958. Washington: Supt. Docs., 1958. Pp. 314. 

Hydroelectric plant construction cost and annual production expenses 1953-1956. Wash- 
ington: Federal Power Comm. [1957]. Pp. 257. 

Montana freight rates. Hearing before the Senate Committee on Interstate and Foreign 
Commerce, 85th Cong., 2nd sess., July 8, 1958. Washington: Supt. Docs., 1958. Pp. 156. 

Problems of the domestic textile industry. Hearings before a subcommittee of the Senate 
Committee on Interstate and Foreign Commerce, 85th Cong., 2nd sess., July 8-10, 
1958. Washington: Supt. Docs,, 1958. Pp. 525. 

Selected references relating to Clayton Act, section 7 and the current merger problem, pre- 
pared under the direction of A. Jennings. Rev. ed. Washington: Federal Trade Comm. 
Lib., 1958. Pp. 52. 

Seventy-first annual report on transport statistics in the United States for the year ended 
December 31, 1957. In 8 pts. Prepared by Bur. Transport Econ. and Stat., Interstate 
Commerce Comm. Washington: Supt. Docs., 1958. Pp. 321; 2; 4; 22; 37; 13; 15. 


Land Economics; Agricultural Economics; Economic Geography; Housing 


BanriEtp, E. C. anp Gropzins, M. Government and housing in metropolitan areas. New 
York: McGraw-Hill, 1958. Pp. xxi, 177. $6.50. 

Barnarp, A. The Australian wool market 1840-1900. New York: Cambridge Univ. Press; 
Melbourne: Melbourne Univ. Press, for Australian Nat. Univ., 1958. Pp. xvii, 238. $6.50. 


Bwwett, P. W. Raw materials—a study of American policy. New York: Harper, for 
Council on For. Rel., 1958. Pp. xvi, 403. $5.95. 

Garrney, M. M. Concepts of financial maturity of timber and other assets. AE inf. ser. no. 
62. Raleigh: Dept. Agric. Econ., N.C. State Coll., 1957. Pp. vii, 105, mimeo. Gratis. 

Gronpona, L. Sr.C. Utilizing world abundance, by the inauguration of a system to estab- 
lish accessible reserves of essential commodities so administered as to achieve continuity 
of supply with reasonable price stability at realistic levels. London: Allen & Unwin, 
1958. Pp. 190. 21s. 

Hanson, E. J. Dynamic decade. Toronto: McClelland & Stewart; New York: Dodd, 
Mead, distrib., 1958. Pp. xii, 314. $6. 
The development of the oil industry in Alberta; conservation and prorationing; natural 

gas and gas pipe lines; the economic development of Alberta; income, population, and 

employment effects. 
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Hit, E. E., comp. Records of the Bureau of Reclamation. Prel. invent. no. 109 (record 
group no. 115). Washington: Nat. Archives, 1958. Pp. v, 27. 

Jarrett, H., ed. Perspectives on conservation—essays on America’s natural resources. 
Baltimore: Johns Hopkins Press, for Resources for the Future, 1958. Pp. xii, 260. $5. 

Kyte, J. H. The building of TVA—an illustrated history. Baton Rouge: La. State Univ. 
Press, 1958. Pp. x, 162. $7.50. 

Marscuak, T. A. A spatial model of U.S. petroleum refining. RM-2205. Santa Monica: 
RAND Corp., 1958. Pp. vi, 119. 

Nertove, M. The dynamics of supply—estimation of farmers’ response to price. Johns 
Hopkins stud. hist. and pol. sci. 76 (2). Baltimore: Johns Hopkins Press, 1958. Pp. 267. 
$5; paper $4. 

SmitH, G.-H., ed. Conservation of natural resources. 2nd ed. New York: Wiley; London: 
Chapman & Hall, 1958. Pp. xi, 474. $8.50. 

THorNTHWaITE, C. W., Matuer, J. R., anp Carter, D. B. 3 water balance maps of 
eastern North America. Washington: Resources for the Future, 1958. Pp. xxxiii, 47 
(-- maps). $2. 

Winnicx, L. Rental housing—opportunities for private investment. New York: McGraw- 
Hill, 1958. Pp. xxiii, 295. $8.50. 

Un aspecto de la situacién habitacional de Chile en 1952. Santiago: Inst. Econ., Univ. 
Chile, 1958. Pp. 28. 

Commodity survey 1957. New York: UN Comm. Internat. Commodity Trade, 1958. Pp. 
218. 18s. 

The farm problem—a factual discussion to give a better understanding of the problem, and 
a summary of major alternatives. New York: Am. Bankers Assoc., 1958. Pp. 31. 25¢. 
Food and people—a series of articles on world population, food production and consump- 

tion. Wellington: Reserve Bank of New Zealand, 1958. Pp. 44. 3s 6d. 

Land, the yearbook of agriculture. Washington: Supt. Docs., 1958. Pp. 605. 

The national atlas. 60 loose-leaf sheets, 41 of which are based on 1954 Census of Agricul- 
ture; remainder on climate, soils, population and topography. Lists of sheets and govern- 
ment agencies from which they may be obtained are distributed by Map Information 
Office, U.S. Geological Survey, Washington 25, D.C. 

Yearbook of fishery statistics—production. (Also in French and Spanish.) Vol. VII, 1957. 
Rome: FAO, United Nations, 1958. Pp. 282. $4. 

Yearbook of food and agricultural statistics—production. Rome: FAO, United Nations, 
1958. Pp. xi, 452. 


Labor Economics 


Bancrort, G. The American labor force—its growth and changing composition. Bur. 
Census monogr. ser. for Soc. Sci. Research Council. New York: Wiley; London; Chap- 
man & Hall, 1958. Pp. xiv, 256. $7.50. 

This monograph reviews trends in the labor force since 1890; but the primary emphasis 
is on “changing patterns of labor force participation” 1940-50, and “trends in the part- 
time labor force.” There is also a chapter on projections of the labor force to 1975. 
Becker, E. R. Dictionary of personnel and industrial relations. New York: Philos. Lib., 

1958. Pp. 366. $10. 

CHAMBERLAIN, N. W. Sourcebook on labor. New York: McGraw-Hill, 1958. Pp. xiv, 1104. 
$9.75. 

Croox, G. H. anp Hetnstern, M. The older worker in industry—a study of the attitudes 
of industrial workers toward aging and retirement. Berkeley: Inst. Indus. Rel., Univ. 
Calif., 1958. Pp. vi, 143. $2. 

Forp, P. The economics of collective bargaining. Oxford: Basil Blackwell, 1958. Pp. xiv, 

121. 10s 6d. 

“The purpose of this book is to assist students of economics, whether in the university, 
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in workers’ classes or in business, to look at the realities of the labour market in the light 

of current economic theory. It has been built from actual cases drawn from Parliamentary 

and official inquiries, wage awards, trade union reports, etc.” (Preface.) 

Hamatton, J. A. anp Bronson, D. C. Pensions. New York: McGraw-Hill, 1958. Pp. xii, 
410. $8. 

Karsu, B. Diary of a strike. Urbana: Univ. Ill. Press, 1958. Pp. xv, 180. $3.50. 

Karson, M. American labor unions and politics 1900-1918. Carbondale: So. Ill. Univ. 
Press, 1958. Pp. xv, 358. $6.50. 

Lesteur, F. G., ed. The Scanlon Plan—a frontie~ in labor-management cooperation. New 
York: Wiley and Tech. Press, Mass. Inst. Tech.; London: Chapman & Hall, 1958. 
Pp. xii, 173. $4.50. 

This book is in part a tribute to Joseph N. Scanlon; it includes a description of his 
plan for labor-management cooperation in obtaining increased productivity from which 
both parties may benefit; and an evaluation of the effectiveness of the plan by various 
authors from different points of view. 

Locxwoop, D. The blackcoated worker—a study in class consciousness. Fair Lawn, N.J.: 
Essential Books; London: Allen & Unwin, 1958. Pp. 224. $3.80; 21s. 

Morr, F. W. Wage structure—electric and gas utilities. BLS rept. no. 135. Washington: 
Dept. Labor, 1957. Pp. 92. 

Saytes, L. R. Behavior of industrial work groups—prediction and control. New York: 
Wiley; London: Chapman & Hall, 1958. Pp. viii, 182. $4.75. 

This study “. . . takes up the differing demands which work groups make on their super- 
visors, managements, and unions. . . . Another objective of this study is to provide the 
tools of prediction for administrators who must deal with work groups in large organiza- 
tions.” 

Smupson, K. anp Benyamin, H. C., comp. Manpower problems in economic development 
—a selected bibliography. Princeton: Indus. Rel. Sec., Princeton Univ., 1958. Pp. vi, 93. 
$2. 

Suttan, P. Right-to-work laws—a study in conflict. Los Angeles: Inst. Indus. Rel., Univ. 
Calif., 1958. Pp. vii, 134. $1.75. 

“Professor Sultan’s study . . . is written for the general reader, rather than for the 
specialist, and provides a wealth of background material, as well as a balanced statement 
and analysis of the arguments advanced by those favoring or opposing right-to-work laws. 
The study also considers the general problem of union scarcity in its economic, social, and 
legal contexts.” (From Benjamin Aaron’s foreword.) 

ZALEZNIK, A., CHRISTENSEN, C. R. AND ROETHLISBERGER, F. J., with assistance of 
Homans, G. C. The motivation, productivity, and satisfaction of workers—a prediction 
study. Boston: Div. Research, Grad. Sch. Bus. Admin., Harvard Univ., 1958. Pp. xxii, 
442, $6. 

“The study was designed . . . for testing a large number of different hypotheses about 
factors determining the behavior of the work group and the individuals in the work group. 
The broad hypotheses were translated into operational terms for rigorous testing, and pre- 
dictions were made of the kinds of group patterns that would be present in the work group 
and their effect on the productivity and satisfactions of workers from data relating to 
company policies, supervisory practices, the flow of work, the technical skills required, 
and from information drawn from the personnel records of the company as to age, educa- 
tion, sex, seniority, pay, etc., of the workers. Each prediction was then tested rigorously in 
terms of data derived from detailed observation of the group at work, interviews with 
each worker, and company records. The findings themselves in the form of either con- 
firmed conclusions or restated hypotheses are of major importance to the practice of 
administration.” (From the foreword by Bertrand Fox.) 

African labour survey. Stud. and rept., n.s., no. 48. Washington: Internat. Lab. Off., 1958. 
Pp. xv, 712. $5. 

Compendium of public employment. Bur. Census, 1957 Census of governments. Washing- 

ton: Supt. Docs., 1958. Pp. 931. 
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Employment and wages of workers covered by state unemployment insurance laws and 
unemployment compensation for federal employees by industry and state. Stat. suppl., 
Labor Market and Employment Security. Washington: Supt. Docs., 1958. Pp. 56. 

Labor-management relations. Hearings before a subcommittee of the House Committee on 
Education and Labor, 85th Cung., ist and 2nd sess., Aug. 1957, May, July 1958. Wash- 
ington: Supt. Docs., 1958. Pp. 362. 

Ocupacién y desocupacién—Gran Santiago, Valparaiso-Vifia del Mar, Junio 1958. San- 
tiago: Inst. Econ., Univ. Chile, 1958. Pp. 31, mimeo. 

Power in industrial relations—its use and abuse. Proceedings of the spring meeting of the 
Industrial Relations Research Assoc., St. Louis, Missouri, May 1958. Chicago: Commerce 
Clearing House, 1958. Pp. 98. 

Proceedings of the eighth annual Labor-Management Conference, April 11-12, 1958. Mor- 
gantown: Inst. Indus. Rel., West Va. Univ., 1958. Pp. iv, 88. 

Who are the unemployed? Washington: Bur. Labor Stat., Dept. Labor, 1958. Pp. 37. 

Work in the lives of married women. Proceedings of a conference on womanpower held 
Oct. 20-25, 1957, at Columbia Univ. New York: Columbia Univ. Press, 1958. Pp. xii, 
220, $4.75. 


Population; Welfare Programs; Standards of Living 


Barctay, G. W. Techniques of population analysis. New York: Wiley; London: Chapman 
& Hall, 1958. Pp. xiii, 311. $4.75. 

Coarse, A. J. anp Hoover, E. M. Population growth and economic development in low- 
income countries—a case study of India’s prospects. Princeton: Princeton Univ. Press, 
1958. Pp. xxi, 389. $8.50. 

Dernserc, T. F., Rosett, R. N. anp Watts, H. W. Stud. in household econ. behavior. 
Yale stud. econ. no. 9. New Haven: Yale Univ. Press, 1958. Pp. 144. 

Scureper, T., ed. The expulsion of the German population from the territories east of the 
Oder-Neisse Line. A selection and translation from Dokumentation der Vertreibung der 
Deutschen aus Ost-Mitteleuropa. Vol. 1. Bonn: Fed. Ministry for Expellees, Refugees, 
and War Victims, [1958]. Pp. xii, 370. 

Stecet, J. S. The population of Hungary. Bur. Census, Internat. pop. stat. rept., ser. P-90, 
no. 9. Washington: Supt. Docs., 1958. Pp. vii, 196. $1. 

Spivey, C. Experience rating in unemployment compensation. Bull. ser. no. 84. Champaign: 
Bur. Econ. and Bus. Research, Univ. Ill., 1958. Pp. 95. $1.50. 

Watrat, P. K. Population problem in India—a census study. New Delhi: Minerva Book 
Shop, 1958. Pp. viii, 228. Rs 10.00. 

Antecedentes legales de ocho cajas de prevision chilenas existentes en 1957. Santiago: Inst. 
Econ., Univ. Chile, 1958. Pp. 98. 

Demographic yearbook 1957. New York: United Nations, 1958. Pp. viii, 656. $6.50. 

Federal agencies financing research. Soc. Leg. Inf. Serv. doc. 10. Washington: Soc. Leg. 
Inf. Service, 1958. Pp. 26. $1. 

The future growth of world population. UN pop. stud. no. 28. New York: Columbia Univ. 
Press, 1958. Pp. viii, 75. 80¢. 

Perspectivas econémicas del problema de las pensiones. Santiago: Inst. Econ., Univ. Chile, 
1958. Pp. ii, 28. 

Suggestions for research in the economics of pensions. Report of an exploratory survey of 
the economic aspects of organized provision for the aged and surviving dependents. 
New York: Nat. Bur. Econ. Research, 1957. Pp. xii, 51. 


Related Disciplines 


Kartsson, G. Social mechanisms—studies in sociological theory. Glencoe, Ill.: Free Press, 
1958. Pp. 156. $5. 


) 

} 

} 

| 

} 


228 THE AMERICAN ECONOMIC REVIEW 


LazarsFetp, P. F. anp Turerens, W. Jr. The academic mind—social scientists in a time 
of crisis. A rept. of Bur. Applied Soc. Research, Columbia Univ., with a field rept. by 
D. Riesman. Glencoe, Ill.: Free Press, 1958. Pp. xiii, 460. $7.50. 

Marcu, J. G. anp Sm«on, H. A. Organizations. New York: Wiley; London: Chapman & 
Hall, 1958. Pp. xi, 262. $6. 

A systematic review of existing organization theory based on a wide range of sources. 
The author also seeks to restate “existing hypotheses in a form . . . amenable to testing,” 
and in some cases, indicates “what kinds of tests are relevant and practicable.” 

W. wirH Mansrietp, C. anp Stern, H. Arms and the state—civil-military ele- 
ments in national policy. New York: Twentieth Century Fund, 1958. Pp. 436. $4. 

Papitta, E. Up from Puerto Rico. New York: Columbia Univ. Press, 1958. Pp. xiii, 317. 
$5. 

A study by an anthropologist “of the ways of life and changing culture of Puerto Ricans 
in a New York City slum.” It is written primarily for the general reader. 

Wuee xan, R. B. Corporate records retention. Vol. 1, A guide to U.S. federal requirements. 
New York: Controllership Foundation, 1958. Pp. xiii, 219. $10. 

World-wide graduate award directory. Vol. 2. (Vol. 1 published in 1957.) Brooklyn: 

Advancement and Placement Inst., 1958. $3. each vol. or $5. for both. 
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General Economics; Methodology 


Fossatr, E. Perché l’economia é una disciplina aristocratica. Giorn. d. Econ., May-June 
1958, pp. 253-64. 

HaavetMo, T. The role of the econometrician in the advancement of economic theory. 
Econometrica, July 1958, pp. 351-57. 

MAENTAKANEN, E. Taloudellisen vallan ongelma. (With English summary.) Kansanta- 
loudellinen Aikakauskirja, 1958, 3, pp. 208-41. 

Marcnat, A. Les définitions de la structure et la conception volontariste de l’économie 
politique. Rev. Econ., Sept. 1958, pp. 681-87. 

Nevuts, M. F. De Bayes-functie in de speltheorie. (With English summary.) Tijdschrift v. 
Econ., 1958, 3 (3), pp. 269-86. 

Strunz, J. Uber wirtschaftspolitische Konflikte und ihre Entscheidung. Schmollers Jahrb., 
1958, 78 (5), pp. 87-94. 

Vatavanis, S. El principio fundamental de la econometria. Moneda y Crédito, June 1958, 
pp. 3-18. 


Price and Allocation Theory; Income and Employment Theory; Related 
Empirical Studies; History of Economic Thought 

Ass, F. Die Aussenwirtschaft in der Modellanalyse des Gkonomischen Wachstums. Zeitschr. 
f. die ges. Staatswiss, 1958, 114 (3), pp. 468-90. 

Apams, F. G. The size of individual incomes: socio-economic variables and chance varia- 
tions. Rev. Econ. Stat., Nov. 1958, pp. 390-98. 

Ara, K. Capital theory and economic growth. Econ. Jour., Sept. 1958, pp. 511-27. 

Arnot, H. Anpassung und Gleichgewicht am Markt (cont’d). Jahrb. f. Nationalok. und 
Stat., Oct. 1958, pp. 362-95. 

Baumot, W. J. Activity analysis in one lesson. Am. Econ. Rev., Dec. 1958, pp. 887-73. 

Berry, B. J. L. anp Garrison, W. L. A note on central place theory and the range of a 
good. Econ. Geog., Oct. 1958, pp. 304-11. 

Couen, M. Dépenses de consommation, épargne et avoirs liquides. Econ. Appliquée, July- 
Sept. 1958, pp. 375-402. 

Crane, P. R. The range of social justice: an exploration. Rev. Soc. Econ., Sept. 1958, 
pp. 89-108. 

Extiotr, G. A. The impersonal market. Can. Jour. Econ. Pol. Sci., Nov. 1958, pp. 453-64. 

Fisk, P. R. Maximum likelihood estimation of Térnqvist demand equations. Rev. Econ. 
Stud., Oct. 1958, pp. 33-50. 

Fourastiz, J. Progreso técnico y ciencia econémica. Investigacién Econ., 1958, 18 (71), 
pp. 365-76. 

Gasor, A. AND Pearce, I. F. The place of money capital in the theory of production. 
Quart. Jour. Econ., Nov. 1958, pp. 537-57. 

Gattaway, L. E. The wage-push inflation thesis, 1950-1957. Am. Econ. Rev., Dec. 1958, 
pp. 967-71. 

Genrets, F. Wages and aggregate employment. Kyklos, 1958, 11 (4), pp. 490-508. 

Guirton, H. Estructura, coyuntura y conjetura. Rev. de Econ. y Estad., 1958, 1, pp. 5-18. 

Giticuer, H. Ein Vergleich verschiedener Methoden der Projektion des Nationaleinkom- 
mens. Zeitschr. f. die ges. Staatswiss., 1958, 114 (3), pp. 424-44. 

Hieser, R. Another look at the acceleration relationship and equilibrium growth. Econ. 
Record, Aug. 1958, pp. 238-48. 
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Hosmattn, G. Contributions allemandes au renouvellement de la théorie de la répartition. 
Rev. Econ., Sept. 1958, pp. 762-92. 

Hupson, H. R. Il concetto di un tasso di sviluppo di equilibrio. Riv. di Pol. Econ., Oct. 
1958, pp. 1013-25. 

Jaxscu, H. J. Zur Verteilung der Nettoinvestitionen auf die Wirtschaftszweige. Zeitschr. 
f. die ges. Staatswiss., 1958, 114 (3), pp. 406-23. 

Jouwnston, J. Statistical cost functions: a re-appraisal. Rev. Econ. Stat., Nov. 1958, pp. 
339-50. 

Jonas, F. Was heisst Gkonomische Theorie? Vorklassisches und klassisches Denken. Schmol- 
lers Jahrb., 1958, 78 (5), pp. 31-46. 

Juvce, G. G. anp Wattace, T. D. Estimation of spatial price equilibrium models. Jour. 
Farm Econ., Nov. 1958, pp. 801-20. 

K6énic, H. Die volkswirtschaftliche Gesamtrechnung als Instrument der Wirtschaftspolitik. 
Zeitschr. f. die ges. Staatswiss., 1958, 114 (3), pp. 385-95. 

Krernin, M. E. Israel’s survey of consumer finances. Jour. Finance, Dec. 1958, pp. 488-98. 

Kretre, W. anp Weser, P. -U. Der Kreislauf-Simulator der Handels-Hochschule St. 
Gallen. Jahrb. f. Nationalok. und Stat., Oct. 1958, pp. 395-411. 

Lancaster, K. Welfare propositions in terms of consistency and expanded choice. Econ. 
Jour., Sept. 1958, pp. 464-70. 

Lanzittott1, R. F. Pricing objectives in large companies. Am. Econ. Rev., Dec. 1958, pp. 
921-40. 

Leser, C. E. U. The pattern of Australian demand. Econ. Record, Aug. 1958, pp. 212-22. 

Manmouan Srincu, H. K. Marie Esprit Léon Walras. Indian Econ. Rev., Feb. 1958, pp. 
6-17. 

Mences, G. Die touristische Konsumfunktion der Schweiz 1929-1956. Schwiez. Zeitschr. f. 
Volkswirtschaft und Stat., Sept. 1958, pp. 329-34. 

Merk, G. Zur Frage der Zinselastizitat der Investitionen. Zeitschr. f. die ges. Staatswiss, 
1958, 114 (3), pp. 454-67. 

Micxwitz, G. The means of competition at various stages of production and distribution. 
Kyklos, 1958, 11 (4), pp. 509-23. 

Morcan, J. N. Consumer investment expenditures. Am. Econ. Rev., Dec. 1958, pp. 874-902. 

Mortsuma, M. Prices, interest and profits in a dynamic Leontief system. Econometrica, 
July 1958, pp. 358-80. 

Nitamo, O. E. Ekonometrisesté mallista teorian muodostuksen vilineend. (With English 
summary.) Kansantaloudellinen Aikakauskirja, 1958, 3, pp. 194-201. 

Prertre, A. I principali sviluppi della rivoluzione Keynesiana. Rassegna Econ., July-Sept. 
1958, pp. 485-96. 

PoraKorr, M. E. A re-evaluation of the scarcity postulate in the light of recent theoretical 
developments in the social sciences. Indian Econ. Jour., July 1958, pp. 1-15. 

Purse.t, G. Unity in the thought of Alfred Marshall. Quart. Jour. Econ., Nov. 1958, pp. 
588-600. 

Ronpin1, O. Contributo alla costruzione del modello dell’area di mercato per le imprese che 
non hanno possibilita di scelta della ubicazione. Riv. di Pol. Econ., Oct. 1958, pp. 1035- 
66. 

Rossi, L. Sdoppiamento del punto di cournot nel monopolio per effetto della concorrenza 
di surrogati. Giorn. d. Econ., May-June 1958, pp. 233-41. 

Saxata, T. On various forms of Quesnay’s ‘Tableau Economique.’ Annals Hitotsubashi 
Acad., Oct. 1958, pp. 14-56. 

Sarcan, J. D. The instability of the Leontief dynamic model. Econometrica, July 1958, 

pp. 381-92. 
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Savosnick, K. M. The box diagram and the production possibility curve. Ekon. Tids., 
Sept. 1958, pp. 183-97. 


SHackte, G. L. S. Decision in face of uncertainty: some criticisms and extensions of a 
theory. De Economist, Oct. 1958, pp. 673-86. 


Sticter, G. J. The economies of scale. Jour. Law and Econ., Oct. 1958, pp. 54-71. 


TaxasHima, Z. A new methodological approach to the history of economic thought. An- 
nals Hitotsubashi Acad., Oct. 1958, pp. 1-13. 


Tueocuaris, R. D. Joseph Lang and macroeconomics. Economica, Nov. 1958, pp. 319225. 


Tuweatr, W. O. A growth equation analysis of the Ricardian and Marxian theories of 
growth. Indian Econ. Rev., Feb. 1958, pp. 1-5. 


Topt, H. Vergleichende Betrachtung der Konjunkturmodelle von R. M. Goodwin und J. 
R. Hicks. Zeitschr. f. die ges. Staatswiss, 1958, 114 (3), pp. 445-53. 


VerHutst, M. Influence de la rentabilité sur le rythme des investissements en économie 
libérale. (With English summary.) L’industria, July-Sept. 1958, pp. 318-35. 

Vycopskxy, S. Marx’s economic theory and his present critics. Prob. Econ., Nov. 1958, pp. 
12-17. 


Witte, J. M. Jr. Productivity, relative prices, and income distribution. So. Econ. Jour., 
Oct. 1958, pp. 144-51. 


Wotrson, R. J. The economic dynamics of Joseph Schumpeter. Econ. Develop. and Cult. 
Change, Oct. 1958, pp. 31-54. 


The permanent income hypothesis: comment by R. Eisner; comment by M. Friedman; 
reply by H. S. Houthakker. Am. Econ. Rev., Dec. 1958, pp. 972-93. 


Economic History; Economic Development; National Economies 
Aaruzecar, J. Point Four: performance and prospect. Pol. Sci. Quart., Dec. 1958, pp. 530- 
46. 
Baran, P. A. Sobre ta evolucién del excedente econédmico. Trimestre Econ., Oct.-Dec. 1958, 
pp. 735-48. 


BraxeEy, K. A. Economic experiments in New Zealand and their political background. 
Econ. Record, Aug. 1958, pp. 189-98. 


Byzé, M. La réle du capital dans la développement économique. Econ. Appliquée, July- 
Sept. 1958, pp. 429-45. 


Campsett, A. D. The economy of Northern Ireland. Scot. Jour. Pol. Econ., Oct., 1958, 
pp. 236-48. 


Crark, C. International comparisons of productivity trends. Jour. Bus., Oct. 1958, pp. 
267-79. 


Cock A., J. El desarrollo industrial de Colombia y posibilidades para la industria electro- 
metalurgica en gran escala. Ciencias Econ., May 1958, pp. 5-12. 


Cortey, F. J. Economic stabilization in Viet-Nam. Rev. Soc. Econ., Sept. 1958, pp. 139-60. 


Cornejo, B. Notas sobre algunas contribuciones de la economia tradicional a la teoria del 
desarrollo. Trimestre Econ., Oct.-Dec. 1958, pp. 638-53. 


Costa Lear, A. Requisitos para uma politica de desenvolvimento ecénomico. (With Eng- 
lish summary.) Rev. de Econ. (Portugal), June 1958, pp. 45-58. 


Crist, R. E. Land for the fellahin, V. Am. Jour. Econ. Soc., Oct. 1958, pp. 83-90. 

DEL Canto, J. América Latina: desarrollo econdémico y estabilizacién econdmica. Trimestre 
Econ., July-Sept. 1958, pp. 387-424. 

De Roover, F. E. La resitituzione delle usure a Firenze durante il Rinascimento. (With 
English summary.) Risparmio, Sept. 1958, pp. 1643-64. 


Daaurriev, M. Some problems of accounting control in industrial enterprises. Prob. Econ., 
Sept. 1958, pp. 57-61. 
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Exuts, H. S. Accelerated investment as a force in economic development. Quart. Jour. Econ., 
Nov. 1958, pp. 485-95. 

. Contribuciones de la economia a la teoria del desarrollo. Trimestre Econ., Oct.- 
Dec. 1958, pp. 685-98. 

Fryer, D. W. World income and types of economies: the pattern of world economic de- 
velopment. Econ. Geog., Oct. 1958, pp. 283-303. 

Fujita, M. Fundamental features of the accumulation of capital in the late Meiji Era. 
Kobe Econ. & Bus. Rev., 1958, 5, pp. 23-41. 

Hazart, R. K. Plurality as underdevelopment. Indian Econ. Jour., July 1958, pp. 73-96. 

Horzman, F. D. Criterios de inversién y tasa de crecimiento. Trimestre Econ., Oct.-Dec. 
1958, pp. 664-73. 

Hovsstaux, J. Distorsions de structures et adaptations structurelles en France de 1789 a 
1914. Rev. Econ., Sept. 1958, pp. 688-705. 

KartTasHEv, R., KarotamM, N, AND OTHERS. Discussion of the theses of Comrade N. S. 
Khrushchev “concerning further development of the collective farm regime and reorgani- 
zation of the machine-tractor stations.” Prob. Econ., Sept. 1958, pp. 3-41. 

Keyritz, N. Développement économique et accroissement de population: un exemple ac- 
tuel en Indonésie. Population, July-Sept. 1958, pp. 433-40. 

Kormey, G. Special features of the development of industry and foreign economic ties of 
the German Democratic Republic. Prob. Econ., Nov. 1958, pp. 40-45. 
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NOTES 


John D. Black, of Harvard University, has been appointed chairman of the American 
Economic Association nominating committee. He would appreciate suggestions for officers 
for next year at as early a date as possible. 


ANNOUNCEMENT REGARDING PROGRAM FOR ANNUAL MEETING 


The 1959 annual meeting of the Association will be held at the Sheraton-Park Hotel, 
Washington, D.C., December 28-30. To provide the officers of the Association with more 
adequate information on papers in preparation that might merit a place on the program, 
Dr. Morris Copeland inaugurated two years ago an open competition. The experiment was 
repeated by Dr. George W. Stocking and will be continued this year. 

The open competition is primarily designed to give younger economists—many of whom 
are apt to be overlooked by the president and his program advisers—an opportunity to 
win a place on the program. Those wishing to enter the competition should write Pro- 
fessor James Washington Bell, Secretary, American Economic Association, Evanston, 
Illinois, indicating in not more than 100 words the nature of the proposed paper and re- 
questing an instruction sheet and entry form. Papers entered in the competition must be 
in the hands of the committee of judges by September 1, 1959. Each paper will be identi- 
fied by code number, and judges will make their selection without knowing the names of 
the authors. The judges will apply to the papers such standards of professional competence 
as are ordinarily met by program participants. 

The authors of the papers selected by the judges will be invited to present them in one 
or more sessions at the Washington meeting, and the papers will be published in the 
Proceedings. 

ArtHurR F. Burns, President 


CARNEGIE CORPORATION TRAVEL GRANTS 


For administering the grant to the Association by the Carnegie Corporation to make 
possible attendance of members at scholarly meetings abroad (see the Review, Sept. 1957, 
p. 811), the following procedure has been established : 

Travel grants will be for attendance at association-sponsored conferences in which 
economists of several nations participate. Officers of the sponsoring association and econ- 
omists invited to present papers will be eligible for these grants, which cover expenses for 
round-trip (tourist) plane fare from New York or from participant’s residence. A par- 
ticipant whose round-trip fare is paid by a sponsoring association or some agency is not 
eligible for a grant. But where a sponsor provides part travel fare, application may be 
made to the Association for the balance. If a participant is going to be abroad on other 
matters he should apply for only round-trip travel expenses from his foreign location to 
the site of the conference. 

Address applications to the President of the American Economic Association. An ad hoc 
committee consisting of the Secretary-Treasurer of the Association and two members ap- 
pointed by the President will act on applications and make recommendations to the 
President. 


SUMMER INSTITUTES FOR FOREIGN STUDENTS 


In the summer of 1959 (July 8 to September 5) and in the summer of 1960, the second 
and third of a series of three training programs are planned for foreign students who are 
coming to the United States for graduate work in economics and agricultural economics. 
These programs provide intensive instruction in basic economic analysis and in oral and 
written English. There is also some introduction to the United States economy and to 
United States culture. Expenses of students accepted, including additional travel and main- 
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tenance needed, will be covered if necessary. But the students and their sponsoring insti- 
tutions will be invited to contribute to the extent they are able. Colleges and universities 
offering graduate instruction in economics and agricultural economics and other agencies 
and institutions concerned with foreign students in the United States may recommend 
candidates. Forms for recommending candidates and for applying for admission are obtain- 
able from the Institute of International Education, 1 East 67th Street, New York 21, New 
York. These institutes are supported by a grant from the Ford Foundation. 


NEw PUBLICATIONS 


The National Institute of Economic and Social Research is now publishing every two 
months the National Institute Economic Review, primarily for those concerned with cur- 
rent economic trends and policy. The Review contains reports of the Institute’s economists 
and statisticians engaged in the continuous study of the current economy. Subscription 
rate: £2, or $6.00. Address: The National Institute Economic Review, 2 Dean Trench 
Street, Smith Square, London, S.W. 1. 

Economy and History, a new journal of economic history, is published by the Institute 
of Economic History and the Economic History Association, University of Lund, Sweden. 
The editor is Oscar Bjurling; and the journal is to appear once a year. Subscription rate: 
Sw. Kr. 10, or $2.00. 

The Graduate School of the University of Florida announces the initiation of a scholarly 
series to be entitled: University of Florida Monographs: Social Sciences. Four numbers 
will be published each year beginning in 1959. Editorial communications should be ad- 
dressed to L. N. McAlister, 111 Peabody Hall, University of Florida, Gainesville, Florida; 
business correspondence, to L. F. Haines, Director, University of Florida Press, Gaines- 
ville, Florida. 


Announcements 


The Brookings Institution has undertaken an expanded program of activities including 
(1) the enlargement of its research on public problems, primarily in the fields of economics, 
government, and international relations; (2) the creation of a Center for Advanced Study 
that will conduct conferences, seminars, and study groups on public problems and the 
social sciences; (3) research fellowships for advanced graduate students completing work 
for the Ph.D. in leading universities; and (4) visiting professorships for research on public 
problems. 


The Economic & Statistical Society of Trinidad & Tobago was formed in May 1958. 
Initial meetings and seminars have concentrated on problems directly related to the West 
Indian economy. Officers are: J. Harewood, president; K. Straw, vice president; Mrs. 
J. E. Lewis, secretary-treasurer; and F. Dowdy, assistant secretary. Communications should 
be addressed to Mrs. Lewis, 10 Kitchener St., Woodbrook, Port of Spain, Trinidad, W.I. 


Deaths 


Ernest Bogart, November 4, 1958. 

Major Foster, New York University, July 19, 1958. 

Donald A. Garrett, University of Colorado, September 16, 1958. 
Charles W. Hammans, Ohio State University, October 15, 1958. 
Charles P. Huse, professor emeritus Boston University, July 13, 1958. 
Paul E. Malone, University of Kansas, November 29, 1958. 


Retirements 


Robert A. Brady, University of California, Berkeley. 

John B. Condliffe, University of California, Berkeley. 

Martin G. Glaeser, University of Wisconsin, June 1959. 

Charles K. Knight, Wharton School, University of Pennsylvania. 
Albert Meyers, Georgetown University. 
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Frederick C. Mills, Columbia University, June 1959. 
Selig Perlman, University of Wisconsin, June 1959. 
Hans Staudinger, New School for Social Research, June 1959. 


Visiting Foreign Scholars 


Richard Goodwin, Cambridge University, England, visiting professor University of 
Washington spring quarter. 

N. A. Mavlankar, Fergusson College, Poona, India, visiting lecturer in economics Uni- 
versity of Colorado spring semester. 

Henry Pelling, Queens College, Oxford University, honorary fellow University of Wiscon- 
sin second semester and summer 1959. 

Francois Perroux, College de France, lecturer Laval University, University of Montreal 
and University of Toronto February and March 1959. 

J. Denis Sargan, Leeds University, England, visiting professor University of Minnesota 
current academic year, not University of Michigan as reported September 1958 number this 
journal. 

N. V. Sovani, Institute of Politics and Economics, Poona, India, visiting lecturer and 
fellow Johns Hopkins University 1959-60. 

Ralph Turvey, London School of Economics, visiting research professor of economics 
University of Chicago current academic year and visiting professor University of Washing- 
ton summer 1959. 

Sheila T. van der Horst, University of Cape Town, Cape Town, South Africa, visiting 
professor of economics and political science, Duke University second semester 1958-59. 


Promotions 


Victor Andrews: assistant professor, School of Industrial Management, Massachusetts 
Institute of Technology. 

G. Jay Anyon: associate professor of industry, Wharton School of University of 
Pennsylvania. 

Marto A. Ballesteros: assistant professor of economics at University of Chicago, cur- 
rently serving as member of staff of the Economics Research Center, Catholic University of 
Chile. 

Raymond R. Beneke: professor in the department of economics and sociology, Iowa 
State College. 

Francis E. Brown, Jr.: assistant professor of statistics, Wharton School of University of 
Pennsylvania. 

Tom E. Davis: associate professor of economics at University of Chicago, currently 
serving as member of staff of the Economics Research Center, Catholic University of Chile. 

John S. deCani: assistant professor of statistics, Wharton School, University of Penn- 
sylvania. 

Donald J. Dewey: associate professor of economics, Duke University. 

Oscar K. Dizmang: acting head of the department of economics and business adminis- 
tration at Pacific Lutheran College. 

David Durand: professor of industrial management, School of Industrial Management, 
Massachusetts Institute of Technology. 

Robert D. Entenberg: professor of retailing in the Graduate School of Retailing, Uni- 
versity of Pittsburgh. 

Joseph R. Ewers: executive secretary, M.B.A. Program and faculty lecturer in business 
administration, School of Business, Indiana University. 

George Fisk: associate professor of marketing, Wharton School, University of Penn- 
sylvania. 
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Richard Gill: assistant professor of economics, Harvard University. 

Anne E. Hulse: assistant professor of economics, Hunter College. 

Robert C. Jones: assistant professor of statistics at the Wharton School, University of 
Pennsylvania. 

Louis Lefeber: assistant professor of economics, Harvard University. 

Adolph Matz: professor of accounting, Wharton School, University of Pennsylvania. 

Adrian M. McDonough: associate professor of industry, Wharton School, University of 
Pennsylvania. 

John R. Meyer: associate professor of economics, Harvard University. 

Ervin Miller: associate professor of finance, Wharton School, University of Pennsylvania. 

John E. Moes: assistant professor of economics, University of Virginia. 

David C. Motter: assistant professor of economics, Wharton School, University of 
Pennsylvania. 

Francis Murans: assistant professor of economics, Loyola University, Chicago. 

Franklin R. Root: associate professor of marketing, Wharton School, University of 
Pennsylvania. 

Stanley S. Schor: associate professor of statistics, Wharton School, University of 
Pennsylvania. 

Richard S. Woods: associate professor of accounting, Wharton School, University of 
Pennsylvania. 

Zenon S. Zannetos: assistant professor, School of Industrial Management, Massachusetts 
Institute of Technology. 


Appointments 

Carl Abner, of University of Louisville: research associate of the University of Kentucky 
Bureau of Business Research. 

Ernest C. Arbuckle, formerly executive vice president of Foster & Kleiser Division of 
W. R. Grace & Co.: dean of the Graduate School of Business, Stanford University, July 
1958. 

Herbert Baum: district manager for American National Growers Corporation, San Jose, 
California. 

Warren J. Bilkey: associate professor of economics at University of Notre Dame. 

Arthur I. Bloomfield: professor of finance and economics, Wharton School of University 
of Pennsylvania. 

Joseph Bonin, formerly of Louisiana State University: assistant professor of economics, 
College of Business Administration, University of Arkansas. 

Mary Jean Bowman: research associate in economics, University of Chicago. 

Dorothy Brady: research professor of economics, Wharton School of University of 
Pennsylvania. 

James O. Bray, of University of Chicago: senior economist, Economics Research Center, 
Catholic University of Chile, succeeding Simon Rottenberg. 

M. G. Bridenstine: associate dean of the College of Business Administration, University 
of Arkansas. 

Arthur F. Burns: research professorship endowed by Ford Foundation at Columbia 
University 1959-60, 

Robert Clewett: lecturer in marketing, Wharton School of University of Pennsylvania. 

Dale L. Cramer: acting associate professor of economics, School of Commerce, University 
of Alabama. 

William R. Davidson, of Ohio State University: visiting professor of marketing, Gradu- 
ate School of Business, Stanford University. 
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Robert T. Davis, of Harvard Graduate School of Business Administration: associate 
professor of marketing, Graduate School of Business, Stanford University. 

Margaret G. deVries, formerly of International Monetary Fund: research consultant in 
international finance at George Washington University. 

Russell A. Dixon: assistant dean, School of Liberal Arts, University of Pittsburgh. 

Edwin H. Draine: instructor in economics, Loyola University, Chicago. 

Frank H. Eby, Jr.: instructor in marketing, Wharton School of University of Penn- 
sylvania. 

Alexander Eckstein, formerly of Harvard University: professor of economics, University 
of Rochester. 

Sidney Feldman: assistant professor, School of Business, University of Kansas. 

Frederic N. Firestone: instructor in economics at Wellesley College. 

Alex Firfer, formerly economic consultant to Puerto Rico Industrial Development Co.: 
U.N. Technical Assistance Administration industrial development advisor to Corporacion 
Venezolana de Fomento, Caracas, Venezuela. 


Margery S. Foster, formerly of Radcliffe College: assistant to president and lecturer in 
department of economics, Mount Holyoke College. 


Robert Foster, of University of Louisville: research associate of the University of Ken- 
tucky Bureau of Business Research. 

Charles B. Franklin: instructor in economics at Florida State University. 

Marshall Goldman: instructor in economics at Wellesley College. 


Sidney Goldstein: chief, Economic Impact Research Branch, U. S. Bureau of Public 
Roads. 


Ida Greaves: lecturer in economics, Wharton School of University of Pennsylvania. 

Wade F. Gregory: research associate in economics at University of Chicago to serve at 
the Economic Research Center of the Catholic University of Chile. 

William C. Grigsby: assistant professor of finance, Wharton School, University of 
Pennsylvania. 

James B. Hammond: instructor in insurance, Wharton School of University of Penn- 
sylvania. 

Bruno J. Hartung, formerly of the College of Steubenville: associate professor of eco- 
nomics at Wheeling College, Wheeling, West Virginia. 

Edward Herman: lecturer in finance, Wharton School, University of Pennsylvania. 

Daniel Holland: associate professor of finance, School of Industrial Management, Massa- 
chusetts Institute of Technology. 

T. E. Hollander, formerly of University of Pittsburgh: faculty of Duquesne University, 
Pittsburgh. 


James E. Howell, formerly with the Ford Foundation Program in Economic Develop- 
ment and Administration: assistant professor of economics, Graduate School of Business, 
Stanford University. 


Harry G. Johnson, of Manchester University, England: professor of economics, Univer- 
sity of Chicago, effective autumn quarter 1959. 


Howard W. Johnson: associate dean, School of Industrial Management, Massachusetts 
Institute of Technology. 


Michael L. Kearney : instructor in insurance, Wharton School, University of Pennsylvania. 


William H. Keown: David Ross Boyd Professor, College of Business Administration, 
University of Oklahoma. 


Lawrence Klein: professor of economics, Wharton School, University of Pennsylvania. 
Irving B. Kravis: associate dean, Wharton School, University of Pennsylvania. 
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Howard T. Lewis, Jr., formerly of Cornell University: associate professor of business 
management and coordinator of Executive Development Programs for University of Okla- 
homa’s Extension Division. 

Robert Lewis: assistant professor, School of Business, University of Kansas. 

Bernard S. Logan: assistant dean, School of General Studies, University of Pittsburgh. 

William G. Madow: Stanford Graduate School of Business, in the winter quarter, to 
teach statistics. 

Maurice Mann, formerly of Ohio Wesleyan University: economist with Bureau of Old- 
Age and Survivors Insurance, Social Security Administration. 

Charles B. McCaffrey: lecturer in insurance, Wharton School, University of Pennsylvania. 

Donald Meyer, of Northwestern University: instructor in economics at Oberlin College, 
second semester 1958-59. 

Frederic Meyers: professor of personnel management and industrial relations, Graduate 
School of Business Administration, University of California, Los Angeles. 

Raymond F. Mikesell: acting director of Institute of International Studies and Overseas 
Administration, University of Oregon. 

Charles G. Mogged: district extension economist for southeast Iowa with rank of as- 
sociate in the department of economics, Iowa State College. 

David D. Monieson: associate professor of marketing, Wharton School, University of 
Pennsylvania. 

Sarah S. Montgomery: instructor in economics, Mount Holyoke College. 

Ahmad M. Moufti: instructor in economics, Wharton School, University of Pennsylvania. 

Richard A. Musgrave: professor of political economy, Johns Hopkins University, effec- 
tive July 1959. 

James B. Nilsen: instructor, University of Minnesota. 

Donald W. O’Connell, of Graduate School of Business, Columbia University: assignment 
in economic research with the Ford Foundation. 

Paul W. Paustian: acting head Bureau of Business Research and department of eco- 
nomics. School of Commerce, University of Alabama. 

Selig Perlman, of University of Wisconsin: Kulp visiting professor, Wharton School, 
University of Pennsylvania, current academic year. 

Robert H. Raymond: instructor in business organization and management, College of 
Business Administration, University of Nebraska. 

Edward Reighard: visiting associate professor, University of Minnesota. 

Edward F. Renshaw: instructor in economics, University of Chicago, currently on leave 
for military service. 

Francis J. Riepl: instructor in statistics, Wharton School, University of Pennsylvania. 

Ralph Russell: former position as economist in the Fish & Wildlife Service, Department 
of Interior, after 5-year interval spent in New England. 

H. Michael Sapir: development economist, U.N. Technical Assistance Administration, 
with Chile’s Development Corporation, after one year with TAA in Brazil. 

Thomas C. Schelling: professor of economics, Harvard University. 

Ellwood W. Senderling: lecturer in industry, Wharton School, University of Penn- 
sylvania. 

Milton M. Shapiro: assistant professor of economics, Occidental College, spring 
semester. 

Norman J. Simler: visiting lecturer in economics, University of Minnesota. 

Jared Sparks, Jr., formerly of Purdue University: associate professor of economics, 
College of Business Administration, University of Arkansas. 

Ben S. Stevenson: instructor in finance, School of Business, Northwestern University. 
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Jacob I. Weissman: associate professor of law, School of Business, University of Chicago. 

Henry F. Williams, formerly of the University of Illinois: assistant professor of eco- 
nomics, Franklin College, Franklin, Indiana. 

Willis J. Winn: dean of the Whartor School and vice-provost, University of Penn- 
sylvania. 

Alexander Woroniak: faculty of Graduate School of Social Science, The Catholic Uni- 
versity of America. 

Dale Yoder, formerly director Industrial Relations Center, University of Minnesota: 
professor of industrial relations, Graduate School of Business, Stanford University. 


Leaves for Special Appointments and Assignments 

Laurence de Rycke, of Occidental College: U.S. State Department representative in a 
6-week series of symposiums in Bombay and Madras, India. 

David E. Faville, of Graduate School of Business, Stanford University: faculty of 
IMEDE, Management Development Institute, Lausanne, Switzerland, current academic 
year. 

John Fei, of Antioch College: visiting associate professor, University of Washington, 
winter quarter 1959. 

Arnold C. Harberger, University of Chicago: staff member Economics Research Center 
of Catholic University of Chile, fall quarter 1958. 

R. Murray Havens, School of Commerce, University of Alabama: lecturer University 
College, Dublin, Ireland, spring term. 

Everett D. Hawkins, Mount Holyoke College: economics staff at Gadjah Mada Uni- 
versity, Jogjakarta, Indonesia. 

Reuben A. Kessel, University of Chicago: staff member Economics Research Center of 
Catholic University of Chile, summer 1958. 

Solomon Levine, Institute of Labor and Industrial Relations, University of Illinois: 
Fulbright lecturer Keio University, Tokyo, Japan, current semester. 

E. Scott Maynes, of the University of Minnesota: consultant to National Council of 
Applied Economic Research, New Delhi, India, fall and winter quarters 1958-59. 

Winston Oberg, Michigan State University: lecturer in economics department, The 
University, Leeds, England, January to June 1959. 

Richard Phillips, Iowa State College: land grant college consultant with the American 
Institute of Cooperation from January to July 1959. 

Frank S. Pinet, of the University of Kansas: visiting professor of business administra- 
tion, 1.S.I.D.A., Palermo, Italy, January to July 1959. 

James A. Storer, of Bowdoin College: lecturer Institute of Economic Research and 
Development, University of the Philippines, 1959-60. 


Resignations 


James M. Alexander: Wharton School, University of Pennsylvania. 
James S. McAllister: Wharton School, University of Pennsylvania. 
Robert H. Parks: Wharton School, University of Pennsylvania. 

J. Hart Walters: Wharton School, University of Pennsylvania. 


VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make 
known their availability for positions in the field of economics and to 
administrative officers of colleges and universities and to others who are 
seeking to fill vacancies. 

The officers of the Association take no responsibility for making a selec- 
tion among the applicants or following up the results. The Secretary's 
Office will merely afford a central point for clearing inquiries; and the 
Review will publish in this section brief description of vacancies announced 
and of applications submitted (with necessary editorial changes). Since 
the Association has no other way of knowing whether or not this section is 
performing a real service, the Secretary would appreciate receiving notifi- 
cation of appointments made as a result of these announcements. It is 
optional with those submitting such announcements to ergs name and 
address or to use a key number. Deadlines for the four issues of the 
Review are February 1, May 1, August 1, and November 1. 


Communications should be addressed to: The Secretary, American 
Economic Association, Northwestern University, Evanston, Illinois. 


Vacancies 


Business law and accounting: School of business administration in the nation’s capital 
has opening for instructor or assistant professor, LL.B. and accounting B.S. required 
minimum. For 1959-60 academic year. P207 


Undergraduate economics: Needed January, 1959. Instructor or assistant professor 
for fully accredited northern university, enrollment over 6,000. General sopho- 
more economics and perhaps one or two advanced courses; 15 hour load; some eve- 
ning school. Salary $4,500 to $6,500 for 9 months, depending upon education and 
stage of career. Should be Ph.D. or near, but experience or esa are not re- 
quired. Specialization or research not as important as good teaching ability. Perma- 
nent vacancy. P208 


Economics and business administration: A Christian liberal arts college will have 
a vacancy September, 1959, for someone to handle courses in economics, business 
organization and finances, salesmanship, to be followed second semester by eco- 
nomics, marketing, and business management. Desire Ph.D. but master’s degree 
with teaching experience will be considered. Salary and rank are open, depending 
upon training and experience. Write Chairman, Department of Economics and 
Business Administration, Geneva College, Beaver Falls, Pennsylvania. 


Business administration: Professor or associate professor of finance, with major in- 
terest in investments. Doctoral degree required, plus experience in teaching. Ex- 
perience in business administration or research desirable. Probable starting date 
September, 1959. P211 


Accounting: Ph.D. or D.B.A. completed or nearing completion; or M.B.A. and 
C.P.A. Teaching and business experience desirable. Applicant must be qualified to 
teach advanced accounting courses. Position in a California state college. Oppor- 
tunity exists for consulting work in the community. P212 


Finance, credit and collection, and management: Ph.D. or D.B.A. completed or near- 
ing completion; teaching and business experience in investments and credit desir- 
able. Opportunity exists for consulting work in the community. Position in a Cali- 
fornia state college. P213 


Economics: Instructor and assistant professor of economics. Instructor to teach three 
sections of introductory economics and one advanced course; assistant professor two 
sections of introductory economics and two advanced courses. Salaries dependent 
on qualifications. Write Chairman, Department of Economics, Douglass College, 
Rutgers University, New Brunswick, New Jersey. 


Marketing, finance, and management: Unusual opportunities for competent teachers 
able to work with business groups. Two openings, from assistant to full professor. 
School of business administration in Washington, D.C. P214 
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————- principles, labor eco ics, e ic history, consumer economics, social 
control of business: Instructor or assistant professor, $4,000-$6,500; small eastern 
liberal arts college. Subjects are economic principles and a combination of two of 
the following: labor economics, U.S. economic history, consumer economics, social 
control of business. Ph.D. required for assistant professor level. P215 


Accounting, economic statistics: Instructor or assistant professor, $4,000-$6, 500; 
small eastern liberal arts college. To teach introductory accounting and economic 
statistics and (when necessary) principles of economics. P216 


Marketing: Faculty member wanted for fall, 1959, in private metropolitan univer- 
sity in the middle west. Must have Ph.D. in business or economics. Salary and rank 
depend on previous experience, publication, etc. Full-time salary can be supple- 
mented by summer teaching. Opportunity exists for consulting work in the com- 
munity. P217 


Accounting: Midwestern university in metropolitan area desires to add a faculty 
member in the fall of 1959. C.P.A. and master’s degree or Ph.D. required. Salary 
can be supplemented by summer teaching and consulting work. P218 


Management, marketing, corporation finance: Growing Department of Business Ad- 
ministration has an opening for a Ph.D. or D.B.A., preferably between ages of 25 
and 40. Will consider applicants with master’s degree who are near to receiv- 
ing the higher degree. Man chosen will have key position in development of the 
general business major. Primary consideration is teaching ability. Business ad- 
ministration programs are on co-operative plan. Salary and rank dependent on edu- 
cation and experience; permanent. Begin fall, 1959. Send résumé to R. D. Scott, 
Head, Business Administration Department, Rochester Institute of Technology, 65 
Plymouth Avenue South, Rochester 8, New York. 


Mathematics of finance, statistics: Opening in Department of Business Administra- 
tion for man or woman to teach mathematics of finance to freshmen and statistics 
to seniors. Major in economics and minor in mathematics and statistics or vice versa. 
Master's degree acceptable but would prefer person working on Ph.D. Send 
résumé to R. D. Scott, Head, Business Administration Department, Rochester In- 
stitute of Technology, 65 Plymouth Avenue South, Rochester 8, New York. 


Economists Available for Positions 


Industrial and personnel management, labor economics, money and banking, economic 
principles, statistics: Man, 44, married; A.B., M.A., requirements for Ph.D. com- 
pleted except dissertation, which is to be completed by August, 1959. Ten years of 
successful college and university teaching in above fields; 9 years of personnel ex- 
perience in industry and government. Especially interested in college or university 
teaching position. Prefers Midwest location. Available in fall, 1959. E722 


Business and economic forecasting, business cycles, international economics, trade, 
and finance, Statistics: Man, 49, married; master’s and doctor's degree in economics 
and statistics from leading university. Serving since 1946 in a well-known university; 
desires new position as professor, chairman of department, and/or director of research 
in a colege or university. Twenty years of experience in teaching, research and direc- 
tion thereof, including 5 years as senior economist in Washington, D.C.; numerous 
studies and publications. E758 


Economic and business research, community and ry ws economic base analyses, 
public finance, peer, finance: Man, 34, married; Ph.D. in economics. Teaching, 
governmental research, and private economic consulting experience; publications; 
administrative experience. Currently acting head and research director of leading 
state university government research bureau. Desires directorship of university bureau 
of business research, West Coast, Midwest, or Eastern location. E765 


International economics and international relations, economic policy and govern- 
ment in economics, corporation finance (American and international), public fnance, 
economic history, economic geography, comparative systems, region economics of 
Europe, Middle East, Latin America: Man, in fifties; U.S. citizen; European pro- 
fessorial qualification; doctoral degrees in economics, " finance, and law. Head of a 
department, full and visiting professor on four continents, including a leading uni- 
versity; 5 years of teaching at a U.S. university; research director; international bank- 
ing vice-presidency; statescraft and diplomatic functions on advanced level; at present 
visiting full professor at a state university; roster U.N. Seven major and many shorter 
publications. E771 
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Marketing, statistics, economic analysis, industry and commodity studies: Man, 40, 
married; Ph.D. credits completed. Over 10 years of top professional experience in 
supervising and conducting economic and marketing research projects. Desires teach- 
ing or business position. E775 


Economic development, international economics, e ic planning, foreign irade: 
Man, 47, married; B.A., University of Berlin; M.A., University of Paris. Fifteen 
years in responsible government positions in international economics; 5 years with 
private business firms (market research and advertising) in U.S. and Europe. Fluent 
French, German, and Russian. At present consultant in economic development for 
private research organizations and Washington economic correspondent for leading 
foreign newspapers and periodicals. Desires permanent position or consulting assign- 
ments in above fields. E776 


Economic principles, economic theory, industrial management, production control, 
personnel management, labor, marketing, accounting, statistics, government and busi- 
ness, business administration: Man, 38, married; Ph.D., postdoctoral study. Four 
years of college teaching experience; 10 years in business and industry. Interested in 
college or university teaching or research position. Available in June or September, 
1959. E782 


Corporate finance, investments, accounting: Man, 32, married; M.B.A., C.P.A., can- 
didate for Ph.D. in economics. Five years of practical experience; 5 years of college 
teaching experience. Minimum salary $8,000. E783 


Economic principles, applied economics, problems of labor and industry, business 
cycles, regional economics, problems of contemporary society: Man, 33, married; 
Ph.D., University of Pittsburgh; postdoctoral study. Five years of teaching ex- 
perience. Desires research position in university, private organization, or public 
agency. Will consider part-time teaching in connection with research duties and 
relocate. E784 


Economic theory, statistics, money and banking, investments, international economics, 
economic geography: Man, 29, married; B.S., M.S. Presently teaching but desires 
new position offering possibility of completing Ph.D, work, possibly at nearby uni- 
versity. Available in September, 1959. E786 


Finance and general economics: Man, 44. Presently head of department; seeks de- 
partment chairmanship or bureau directorship offering greater responsibility and 
scope than present position. Publications. Available in February or September, 1959. 

E7&7 
Economic principles, consumer economics, economic thought, cartels, educational 
economics: Man, 37; M.A. and Ph.D. in economics. Publications on cartels. Avail- 
able in June, 1959. E789 


Marketing, finance, business administration: Man, 37, married; B.S. (Economics), 
M.A. Ten years of accounting and finance service in government. Desires research 
position offering challenge in foundation, industry, or as an economic correspondent 
for periodical. Teaching acceptable. Will travel and relocate. E790 


Economic theory, international economics, public finance, mathematical economics, 
statistics: Man, 31, married; Ph.D., Columbia. Six years of successful teaching; 
honor society, fellowship; publication. Available in July or September, 1959. E791 


Finance: Man, 43, married; A.B., Harvard, M.B.A., New York, Ph.D. expected this 
year. Eight years in banking, retailing, governmental research, and trade magazine 
editing, followed by 13 years in college and university teaching of various aspects 
of economics and business administration, including some administrative experience. 
Now associate professor. Review contributed in 1958 and book published in 1957; 2 
books in preparation. Seeks specialization in finance or chairmanship of department 
of either business administration or economics and business administration. E794 


Economic research and industrial planning: Man, 32; B.S., M.B.A., major New York 
University, almost completed Ph.D. Extensive experience in economic research and 
industrial planning; some teaching experience. Especially interested in economic 
research or teaching college economics, on a full- or part-time basis. Will travel 
or transfer. E795 


Underdeveloped areas, economic theory, international finance, economic bistory, 
money and banking: Man, 31; Ph.D., University of Pennsylvania. Ford Foundation 
Fellow, 1952-55. Three years of subsequent teaching and research experience. Ex- 
tensive travel, schooling, and field work abroad, particularly in the Middle East and 
India. Publications; knowledge of three European and four Asian languages. De- 
sires teaching and/or research position. Available in June, 1959. E796 


Principles, labor, statistics: Man, 35, married; AB., MS., D. anticipated. In- 
structor in public speaking, actual and teaching ience; business experience in 
sales, public relations, and advertising; 14/2 years of teaching experience. Nonurban, 
mid-Atlantic, or mid-South preferred. Available spring quarter. E797 


Trade, of economic doctrines, theory, statistics: Man, 27; 
A.B., M.A., Ph.D. expected in June, 1959. Equivalent of 24/2 years of teaching ex- 
perience. Prefers large school in nonurban region. E798 


Business fimance, investment analysis, securities markets, public finance, economic 
theory: Man, 34; Ph.D. Eight years of teaching experience in large northeastern 
University; text in process of publication. Banking experience. Seeks teaching posi- 
tion at associate level. E802 


Business organization and Oe and related fields: Man, 44, married; A.B., 
Syracuse, M.B.A., Harvard, D.S.S., Syracuse. Nine years of teaching; 1 year of 
government service; 101/2 years in "industry. Participated in over 35 executive and 
supervisory sessions on state and national level; 2 years of college administration 
and 2 minor publications. Seeks growth opportunity. E803 


Economic theory, statistics, international economics, history of economic thought, 
money and banking, business cycles: Man, 39, married; B.A., M.A. in Economics, 

ts for Ph.D. completed except dissertation, which will be completed by 
the summer of 1959. Research and 6 years of college teaching. Seeks teaching or 
research position. E804 


Economic theory, marketing: Man, 32, married; holds bachelor’s, master’s, and doc- 
tor's degrees with specialization in economic theory and marketing. Four years of 
part-time business experience while attending mee ot 7 yeats of successful uni- 
versity teaching experience in economics and marketing; 2 years of research experi- 
ence as manager of local metropolitan research project. Member of A.E.A., A.M.A., 

and other professional organizations. Excellent references available with respect to 
administrative, , and research abilities. Desires administrative and/or teaching 
position. Available in September, 1959. E806 


Economic principles, labor economics, labor law, public utilities, economic thought, 
comparative economic systems, U.S. economic history, price practices and policies: 
Man, 29, married; B.A., M.A., course requirements for Ph.D. completed. Four years 
of full-time college teaching; member of a state panel of arbitrators; experience as 
research assistant, job analyst, supervisor of State Department project; instructor for 
evening adult school. Desires position at liberal arts college or university. Avail- 
able in September, 1959. E808 


Accounting: Man, 35, married; Ph.D., honors. Thirteen years of university teaching 
(thesis direction, graduate and undergraduate) and administrative experience (in- 
cluding department head); adult education programming and teaching. Industrial, 
consulting, and public relations experience; one book and numerous articles pub- 
lished; papers read. Currently teaching in large midwestern university. Interested 
in administrative position, teaching position, research position, or combination of 
these. Minimum rank associate professor. Excellent references. Available in Septem- 
ber, 1959. E809 


Transportation and public utilities, economic development, market research, finance 
and management: Man, 40; Ph.D. Business experience; 8 years of teaching in ‘a 
major eastern university and consulting; 6 years as head of economics department of 
top Latin-American engineering school and consultant to foreign government. Desires 
position with business firm or research organization; especially interested in overseas 
assignment which combines administrative functions with economic research. E810 


= 


Business cycles, forecasting, international economics: Man, 34; B.S., M.S., Columbia. 
Seven years of experience in government, national corporation, and management con- 
sultant. Desires full- or part-time teaching position in New York. E811 


International economics, money and banking, economics of underdeveloped areas, 
economic principles, statistics: Man, 35, widower; A.B., Swarthmore, M.B.A., New 
York University. Broad experience as banking economist in Ethiopia, Venezuela, 
Iran; 4 years with Econometric Institute, New York. Journal and book publica- 
tions; fluent German, French, Spanish. Desires teaching position permitting work 
toward Ph.D. E812 


Labor, ge of economic thought, economic principles: Man, 38, married; Ph.D. 
Ten years of highly successful university teaching. Publications include those of 
recent date. Has good position now but desires change. Minimum salary require- 
ment $8,000 for nine months. E813 


Money and banking, economic history, economic principles and theory, taxation, 
public finance, corporate finance, public utility and transportation economics: Man, 
40; Ph.D., University of Pittsburgh. Ten years of teaching experience on college- 
university level. Some government and business experience. Available in June 


and/or September, 1959. E814 


Economics: Man, 30, married; Ph.D. from German university (summa cum lauda). 
Business, research, and teaching experience; publications. Currently associate pro- 
fessor at small liberal arts college. Desires research and/or teaching position. Re- 
search fellowship considered. E815 


Industrial relations and labor economics, personnel management, industrial man- 
agement, business economics, economic theory: Man, 32, married; Ph.D. Eight 
years of teaching and research experience; supervision of graduate study and 
thesis writing. Several articles in leading journals. Now at large eastern university. 
Seeks position which offers research opportunity in teaching or industry. Minimum 
acceptable rank associate professor. E816 


Economic theory, public finance, money and banking, government-business relations: 
Man, 44, married; requirements completed for Ph.D. from Indiana University ex- 
cept dissertation, which should be completed by September, 1959. Prefers teaching 
but not averse to business or government. Five years in land department of major 
oil company; 8 years as publisher of small newspapers; 2 years of university teach- 
ing; 4 years in Army. Prefers southwest but would consider any area. E817 


Money and banking, public finance, fiscal policy, international trade and economics, 
economic development of underdeveloped areas, especially India: Man, 36, married; 
B.A., M.A., Ph.D., Haverford College, University of Pennsylvania, and New York 
University. Several years of experience in teaching, research, and business; author. 
Desires permanent position in above fields. E818 


International economics, international agricultural economics, international postwar 
economic institutions: Man, 25, married; license és sciences économiques, University 
of Geneva; will have degree of Docteur és sciences économiques, University of 
Geneva, in June-July, 1959. Bilingual French-English; speaks Spanish and Italian 
fluently. Desires teaching position or postdoctoral fellowship in U.S. university 
for fall of 1959, preferably East Coast. E819 


Statistics and econometrics, labor economics, economic geography: Woman, 32; 
graduating M.A., Canadian education. Business experience as research assistant and 
economics librarian. Excellent writing ability; high academic record. Desires posi- 
tion as assistant in research economics and statistics, with opportunity for indi- 
vidualistic and challenging work. E820 


Economic theory, role of information theory, set theory, and gets research in 
economics of the firm, international economics, ethical and religious values in the 
economic system, comparative economic systems, business cycles: Man, 36, married; 
M.S., Columbia University; Ph.D., University of Geneva; Ford Foundation Research 
Fellow in Economics, University of Michigan (1958). Book, scholarly articles; 
many professional honors. Five years of university teaching; extensive business ex- 
perience; CBS correspondent in Europe, 1947-48; director of American cultural in- 
stitute in Germany, 1951-55. Seeks permanent affiliation with university, with op- 
portunity for research. Finest references. Available in September, 1960, E821 


| 
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General economics, statistical methods, social accounting, population, social security 
and standards of living: Economist granted an early retirement from his position 
as economist and statistician of the American Medical Association; desires to re- 
turn to teaching and research work next fall; was member of the economics staff 
at the University of Illinois for 25 years prior to 1946. Frank G. Dickinson, 2014 
McDaniel, Evanston, Illinois. 


